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CHAPTER I 


INTRODUCTION 


General Comments 


Since military procurement is accomplished by the use of 
public funds, the question of how the procurement is done is of 
vital importance to the public interest. Such procurement is 
accomplished in a business environment in which prices are the 
result of a number of complex forces which do not necessarily 
result in the traditional concept of market prices. Market 
prices have been conceived of as being reasonable because 
competition has set the upper limitations of self-interest.1 
Since very little military procurement is purchased under 
conditions of a market price, it behooves us to look for other 
measurements of the reasonableness of prices. 

For example, in F.Y. 1967 (July-September) out of a total 
of $3.4 billion of direct purchases within the Department of the 
Navy, almost $2.8 billion was negotiated compared to §.6 billion 
purchased through advertising.@ It is for this reason that the 


negotiation process is examined as an alternative device, 





lU. S. Department of Jefense 
GU. S. Army FM 38<3, U. S. Navy NA 
AFP 70-1-6, Defense Supply Agency VSAH 4105 « 1, 1 July 1965, VIII, 
pp. 1-3. 





2U. 3. Uepartment of the a Headquarters, Navol Material 
Command, Su f Procurement istics, NAVMAT P=-4200, 
September L906. 
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Keasonableness of prices can be assured only when established 
and applied by reasonable men who intend to examine all the 
pertinent circumstances of the procurement. Negotiation does 
not assure but rather provides the opportunity of reasonable 
consideration and thus can be used as a pricing method to s@rve 


the best interests of the public. 


Purpose 
The purpose of this paper will be to examine the res#arch 


question of how incentive contracting can provide the means for 
negotiating an agreement whereby both parties have the 
opportunity for optimizing their interests. 

In the course of examining the research question it will be 
necessary to evaluate and consider related questions involving 
the concept, process and organization of negotiation and its 
interrelationship with incentive contracting. Subsidiary 
questions will be considered as follows: 

1. What factors should be considered in pre-planning and 
planning the negotiation session? 

2. What types of analytical tools are available to the 
government negotiators and how can they be used effectively” 

3. How are government objectives established and 
strategies executed to reach the nesotiation objective? 

4. UVoes incentive contracting provide the element of 
flexibility sometimes needed to reach a @utually satisfactory 
agreement? 


5. What part does trade-off analysis play in providing an 
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opportunity for both parties to optimize their interests? 

6. What is the relationship between cost reliability and 
incentive contracting? 

It is not the purpose of this paper to examine all of the 
various types of incentive contracts used by the povernment. 
This paper will therefore be limited to discussion of a multiple 
incentive contract in the pre-planning negotiation phase 
followed by the use of a fixed-price incentive contract ina 


hypothetical negotiation session. 


Approach 

The process of negotiation, in its broadest aspects, deals 
with activities concerning fact-finding, analysis, planning, 
communication and strategy which are interrelated with the 
parties' personal skills, attitude and teamwork. The approach 
used in this paper will be to develop an understanding of the 
concept, process and organization of procurement by negotiation 
through the evaluation of these activities. 

The concept and use of incentive type contracts will be 
examined in order to establish a relationship with the 
negotiation process. The use of a fixed-price incentive 
contract will be compared to other major types of government 
contracts in order to place it in its proper perspective. 

Next, the activities and factors involved in the 
preparation and planning for the negotiation session will be 
discussed. Factors concerning the procurement situation and 


the contractor's proposal will be analyzed. With the 
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centralization of the audit function and the partial 
centraligation of the contract administration function by 
Secretary McNamara, the contracting officer must often look to 
these new organizations for information and assistance in 
planning the negotiation session. The approach to be used in 
this paper will be to view certain inputs from such activities 
as they apply to a hypothetical procurement situation. The 
need for planning a negotiation objective as well as other 


positions will be examined. Reasonable approaches to the 


establishment of such objectives and positions will be explored. 


The use of trade-off analysis will be considered as a means of 
evaluating the contract's essential incentivized elements. fy 
fragmentizing the elements of the contractor's proposal into 
issues the contracting officer will be better equipped to plan 
his strategy. The variables inherent in planning strategy and 
the importance of flexibility will be investirated. 

Finally, a discussion will be made of the area which this 
writer feels to be the essential evaluation of the whole 
negotiation process; namely, the negotiation session. At this 
point the culmination of all of the pre-planning factors will 
ultimately determine the level of performance in reaching 
reasonable solutions. The use of the exploratory session anc 
the establishment of an agenda will be considered as methods 
contributing toward the attainment of mutual agreesent. A 
hypothetical situation will be discussed in wrich the parties, 
unable to reach agreement on a firm-fixed price contract, tum 


to a fixed-price incentive contract as an alternative solution. 
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The method of presentation will consist of qualitative 
discussion of negotiation techniques under variable situations | 
through the pre-planning and planning stages. The negotiation 
techniques will then be related to the use of multiple 
incentive and fixed-price incentive features for purposes of | 
illustrating the extent in which the planning phase is subject | 
to quantitative analysis. Graphs and charts are used where | 
appropriate in order to illustrate the techniques more clearly. 

Research has primarily consisted of gathering information 
from government publications and interviews with personnel 
involved in government contract negotiation anc acministration. 
Library research of non-government publications and articles 
was used primarily to gain further insight into those areas 
concerning negotiation, strategy, decision-making and group 
behavior. Personal knowledge acquired from formal schooling in 


contract administration and experience gained in price-cost 





analysis was also a contributing factor. 


Concept of Negotiation 


In military procurement the term, negotiation, nas a rather 
loose meaning. In general it means any pricing method other 
than advertised procurement.? The concept of negotiation needs 
to be examined in its broader aspect so that the true nature of 


this tool of price determination can be studied more prwcisely. 


iDefense Procurement Handbook, op. cit., IX, pp. 1-2. 
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Gordon Wade Rule defines negotiation in his book, "The Art of 
Negotiation”, as "a peaceable procedure for reconciling, and/or 
compromising known differences". The definition provided by thie 
U. S. Air Force School of Systems and Logistics is a little more ; 
explicit in defining negotiation as "a tool of decision-saking 

by two parties or groups who represent opposed viewpoints or 
interests concerning the subject matter at issue, but who are 

also interested in reaching a meeting of minds for a certain 
period of time by a specialized process of communication called 
bargaining". 

In price negotiation the buyer and seller have opposed 
interests concerning the level of the price. A negotiator who 
does not understand the nature of the interest he represents or 
is not willing to defend such interest to his utmost capability 
should be disqualified as a negotiator. Mutual agreement in the 
end can be satisfactory to both parties only when the differences 
of viewpoints are thoroughly aired in the process. If it is 
understood by either party that negotiation is ess@ntially a | 
process of "giving in", he is thereby thinking in terms of 
sacrificing his interests. Negotiation is not a process of 


mutual sacrifice for the sake of agreement. Rather, it is a 


process of finding a formula whereby both parties will have the 





opportunity to have their interests optimised. One approach is 
by bringing out prominently, the common advantages to both 
parties of any proposal, and linking these advantases so that 
they appear equally balanced to the parties concerned. 


Of course if the nezgotiators' objectives are very close or 
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even coincide, their task of resching agreement is thereby 
greatly simplified. However, there may be significant 
differences between the objectives of both parties in which case 
tne element of flexibility becomes an important determinant in 
obtaining concessions leading to a satisfactory agreament.4 One 
approach in using flexibility as a tool of negotiation is 


incentive contracting. 





It is not enough to say that the negotiation procésa is 
that of communicating arouna a negotiation table. The acope of 
the negotiator's activities is much broader and more inclusive. 
In its broadest aspects the activities center around two sain 
divisions: (1) pre-negotiation planning and (2) negotiation. 2 
The first includes the activities of fact-finding, analysis, and 
planning; the second, executing the plan at the negotiation 
table, involving mostly the skills of communication and carrying 
out strategy. 

Presnegotiation activities shoul’! be started as soon as 
requirements are known to establish a procurement plan. At thie 
point fact-finding has started. Certain facts are necess#ry at 
this point so that a thorough job can be done when planning the 
requests for proposals. When the proposals are received and 


certain potential contractors are selected, assignments for fact 


4Gordon W. Rule, "The Art of Negotiation", (unpublished, 
private printing 1962), pp. 5<6. 


dVefense Procurement Handbook, op. cit., IX, ppe 33-37. 





— 














gathering and analysis should be made. Team members should 
receive definite assignments. The information to be obtained 
and the sources should be planned. Manarement of the fact- 
finding process is important, for it is at this point that such 
time and effort can ultimately be saved in the exploratory 
session during negotiations. 

In the case of forward pricing contracts, pertinent 
information is usually in terms of the procurement situation, 
the anticipated terms and conditions of the contract, total 
price comparisons, historical cost data of the company involved 
or costs of similar projects performed by other contractors. 
Proper use of price/cost analysis discourages "haggling" and 
provides an essential basis for adequate negotiation. Haggling 
aims at price reduction for its own sake; negotiation aims at 
determining a fair and reasonable price. 

With the advent of Project 60 where the audit function of 
the individual services became centralized under the Vefense 
Contract Audit Agency (DCAA) and much of their contract 
administration functions were consoliijated under the Defense 
Contract Adainistration Services (DCAS), the procurement 
contracting officer finds that he may now request assistance 
from either source, or both, covering almost all phases of 
contracting. When analysis has been completed in terms of 


projections, the pre-negotiation team is rwady to sake specific 


6U. S. Department of the Navy Office of Maval Material, 
Negetiators Handbook, NAV UXOS P-1001, March 1958, IV, pp. 1-5. 
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9 


plans for the meeting with the chosen contractor. 





The level of performance of a negotiation depends upon 
personal skills, attitudes and teamwork. As stated previously, 
the skills of fact-finding and data-analyzation are of 
paramount importance to perform negotiation on a professional 
level. No team can hope to attain any degree of sophistication 


in its performance unless the planning for the use of facts has 





been given maximum consideration from all aspects. This 





involves a thorough knowledge of the contract specifications; 
the applicability and appropriateness of various incentive 
structures, as well as trade-off analysis./ 

In spite of such preparations, negotiation performance may 
still be on a less than desired level unless individual team 
members exhibit attitudes which contribute toward reasonable 
solutions. For purposes of this paper, it is assumed that a | 
group goal has been carefully and clearly ststed and that each 
member has subordinated personal goals to that of the team. 
Clovis R. Shephard in his book, "Small Groups; Some Sociological 
Perspectives" states, "Generally a successful group has clear 
objectives, not vague ones, and the members of the group have 
personal objectives which are identical or compatible with the 


group's objéctives." 


7U. Se vepartment of Defense, Office of Assistant at pant 
ef ~~ Installations and Logistics Lpceay ive : 
de, U. Se. Army FM 36=34, U. S. Navy NAVA : 
orce AFP 7O-l=5, Defense Supply squasy DSAH 7800. i. ’ January Yo 
1965, VIII, pp. d Patt: 8. 











LO 


The organization for negotiation eanagesent is the 
negotiation team, composed of sen wito Save duties in other 
organizational structures. However, once the team hus been 
organized each man has an assigned function with the chief 
negotiator as the manager. His manayement functions occur 
in two areas; the management of fact-finding and the sanegesent 


of negotiations which implicitly requires the organizing of 





facts and the handling of men. 





Incentive type contracts should, when properly structured, 
reward the contractor by increasing his profit if costs are 
reduced and prouuct performance and delivery improved, and 
penalize him by reducing the profit if costs increase and product 
performance and delivery goals are not met. It should be noted, | 
however, that product performance and delivery incentives fall | 
under the category of multiple incentive contracts, and should 
be used only when improvement over stated minimum acceptable 
performance or delivery terms has a measurable worth to the 


Use of incentive contracting in the sovernment is predicated 


government. 


on several assumptions. First, there aro risks for both parties 
in the government-industry contractual relationship, just as 
there are in private business. Second, both parties are going 
to assess the risks and determine for thtmselves whether they 


ean afford to take those risks. Lastly, financial gain is the 





prime objective cf the private party to the fovernment contract. 
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Incentive contracts are an attempt to harness the drive for 


. 
financial gain under risk conditions, and make it work in the 
arena of government contracting. The profit motive is therefore 
the essence of incentive contracting.§® 

There are other important factors besides profit that the 
negotiator for the government must consider.9 The contractor's 


interests may lie in gaining future business. He may desire to 


increase profits on existing contracts by absorbing a portion of 


the fixed overhead expense which ultimately results in increasing 





the profit margin under those contracts. Other considerations 


may be such factors as contributing to and improving the nation's 





defense posture, gaining prestige and goodwill, retaining and 


maintaining an engineering or production capability or excelling © 


for the sake of excellence. Such factors are not readily 
susceptible to quantification and normally involve purely 
intuitive judgments. These factors should be considered to the 
extent possible in the pre-award stage but excluded from the 
incentive structure incorporated into the provisions of the 


contract. However, such factors should be considered prior 


8Interviews with William J. Ryan, Head, Planning Branch 
Director Chief Naval Material, Procurement, November 25, 1966; 
Frank M. McDade, Director, Directorate of Contract Administration | 
Defense Contract Administration Services Regional Office, 
Chicago, January 23, 1967; Peter J. Thomas, Chief, Price/Cost 
Analysis Branch, Defense Contract Administration Services 
Regional Office, Chicago, January 24, 1967; Herbert Fisher, Chief. 
Financial Services Division, Defense Contract Administration 
Services, Alexandria, January 27, 1967. 


JInterview with Herbert L. Fisher, Chief, Financial Services 
Division, Vefense Contract Administration Services, Cameron 
Station, Alexandria, January 27, 1967. 
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12 


to making uwards, and when possible, while structuring the 
incentive provisions since they may outweigh the profit incentive 
and would override the control incentives. This is especially 
important when making trade-off analysis. Dy limiting the 
function of the incentive contract to the profit incentive, its 


purpose can be understood more readily, and its effectiveness 


can be evaluated more explicitly. 
The use of incentive contracts has greatly increased since 
“March 1962 when the Armed Services Procurement Regulation was 
revised.19 This change restates the rules governing the 

selection of the proper type of contract including the aprplica- | 
tions and limitations of each type. During the last four years | 
there has been a substantial increase in the use of incentive 
contracts in defense procurement as shown in the following 


statistical analysis: 


LL NAVY: Percent of Dollar Turchas li 
LIS L960 1967 
Cost-plus-fixed-fee (CPFF) 21eeh Lye 27 
Cost-plus-incentive-fee (CPIF) 1% b= 5 9° is 
Fixed-Price-Incentive (FPI) 16.9% 16.5% 2h ehh 
Other Types 61.8% 64,.8% 570 2h 


“First Quarter FY 1967. 
Since there are various types of incentive contracts used 
by the Vepartment of Jefense, the author has limited discussion 


to a multiple incentive type contract in part of Chapter II, 


LOrevision 8 to the 1960 edition of ASPR. 


lly. s. Department of the Navy, Headquarters, Navel sesinaall| 
Command, Surve Pr ment Statistics, NAVMAT P=4200, June- — 
September 1960, and the 0 ice of Naval Material, NAVEXOS P-1573, 
June 1962, 
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followed by a straight cost fixed-price-incentive contract in 
subsequent discussion. A multiple incentive type contract was 
chosen for illustrative purposes since it encompasses most 
contractual aspects of quantitative analyses within the scope | 
of pre-planning the negotiation session. A straight cost 
fixed-price-incentive contract was selected since it would be 
the next most logical consideration in the event a firm-fixed- 
price contract could not be negotiated due to questionable 
aspects of the specifications or cost reliability. Additionally, 
a fixed-price-incentive contract, restricted to a straight cost 
incentive without uvelivery and performance incentives simplifies, 


for illustrative purposes, just how incentive contracting can 





provide the needed flexibility so often needed to reach an 
agreement. 

However, discussion of four of the major types of contracts, 
presented in the order of sreatest risk to the contractor, is 
considered to be appropriate before froceeding further in order 
to provide the reader with an overall perspective of the 
government's desires and limitations for the general types of 
contracts involved. Additionally since a fixed price incentive 
contract is to be used in subsequent discussion, it will serve 
to clarify that particular type of ccntract's relationship with 


the others. 


Firm-Fixed=-Price Contracts 





A firm fixed-price contract is an agre@ment to jmy a 
specified price when the items called for by the contract hive 


been uelivered and accepted. Normally, there is no price 
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adjustment made for the work after the contract hes been 
awarded, regardless of the contractor's actual cost experience 
in performing it. The contractor has assumed all financial 
risks of performance and his profits depend entirely on his 
ability to control costs. The government does not bear any of 
the contractor's risk of loss under the contract with the 
implication being that the contractor is provided with the 
maximum incentive to avoid waste and to use production and/or 
subcontracting methods that will result in savings to labor and 
material costs. The government particularly favors this type 
ef contract since it is relatively easy and inexpensive to 
administer,12 Additionally, there is no necessity for the 
government to monitor the contractor's costs so that he does 
not have to conform his accounting procedures to DOD audit 
procedures. This results in lowering his administrative costs 
and ultimately the government's cost of contracting. 

This type of contract, when negotiated and not formally 
advertised, is appropriate if any of the following conditions 
exist: historical price comparisons can be made; available 
cost or pricing data permit realistic estimates of probable 
performance costs; or contract performance uncertainties can be 
so clearly identified that their impact on price can be 


evaluated. If none of these conditions exist, the use of 








Washington: rinting ce, ‘ 
Hereafter cited be "ASPR". 
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incentive features may be appropriate.13 However, there is 
often a very fine line of interpretation as to what is "clearly 
defined" or what constitutes a "realistic" estimate of probable 
performance costs between tho government and contractor 
negotiators. This is where incentive contracting may provide 
the flexibility necessary to negotiate, provided that the 
government negotiator believes there is some merit to the 
eontractor's reluctance to bargain further, 

During the first quarter of fiscal year 1967, firm-fixed 
price contracts accounted for 47.68% or $1.6 billion of the 
total direct purchases made in the Navy, while fixed-price 
incentive contracts accounted for 24.4% or §793 million 
dollars.14 While FFP contracts are highly desirable, it is 
not always possible to negotiate. The next logical 


consideration for the contracting officer is the FPI contract. 





Unlike the FFP contract, a FPI contract involves the 
negotiation of more than the one element of total price. The 
following, elements of a FPI contract must be negotiated by the 


government and the contractor before awarding the contract.15 


13Ibid. 
l4survey of Procurement Statistics, op. cit., pp. 20-21. 


L5Incentive Contracting Guide, op. cit., pp. 4-5. 

















Target Cost (TC) 


Target Profit (TP) 


Ceiling Price (CP) 
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againet which final costs 
are measured, 


- a reasonable profit for 
the work at target cost. 


=- the total dollar amount 
for which the government 
will be liable, 


Sharing Arrangement (3A) - the arrangement for 


The government and the contractor negotiate the final costs of 


the contract, sharing the overruns or underruns according to the 


establishing final 
profit and price. 


agreed-upon arrangement, after the work is completed. Using a 


simple illustration, assume that a target cost for a contract 


is $100, the target profit is $10, the ceiling price is §120 


and the sharing arrangement is 80% (government) and 20% 


(contractor). Under this arrangement, the contractor would 


keep 20% of every dollar saved. To earn a profit of $11, 


therefore, he would have to reduce costs by #5 below target 


cost ($10 + 20% X $5). If he overran by more than §20, he 


would lose money, since there is no minimum profit muarsnteed 


in this type contract. Therefore, no matter what the final 


cost to the contractor, he must meet the contractual 


specifications, and the government's liability cannot exceed 


the ceiling price of $120. 


For this reason the FPI contract 


should be used in preference to any cost reimbursement type 


contract whenever circumstances permit, 16 


lOTbid. 


=_ ae 

















The sharing arrangement is also used in the CIIF contract 
and determines the amount of fee payable to the contractor on 
the basis of the relation between negotiated target cost and 
final total allowable costs. The main difference between the 
FPI and CPIF contract is that the latter does not contain a 
eelling price but normally contains a maximum and minimum fee. 
If the minimum fee is eliminated, the contract, in effect, 
becomes a "cost sharing" type contract after a certain point. 
The CPIF contract therefore places 100% of the risk on the 
government up to the total cost of the work, with the only 
incentive provided to the contractor being the minimum versus 
the maximum fee. 

A CPIF type contract may be used only after it has been 
determined that it is likely to cost lass than any other type, 
or that it is not practical to procure the particular item or 
service in another manner. This type of contract is ordinarily 
used for Research and Development; when the work required 
cannot be definitized completely and its cost accurately 
estimated; when there is doubt that the work can be completed 


successfully; or when the specifications are incomplete.17 





The CPFF contract type provides the least incentive to the 


contractor to manage his cost and places 100% of the risk on 


l7vefense Procurement Handbook, op. cite, V, pp. 19=21. 
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the government for the cost of work performed. The contractor 
receives his profit from the fixed fee nevyotiated with the 
government and this fee does not vary with the actual 
contractual cost. In 1962, the Department of Defense confined 
the fixed-fee arrangement to research studies and other 
contractual situations in which objectives could not be 
accurately defined.18 When there is a strong probability that 
development is feasible or the government has generally 
determined its desired performance objectives and completion 
schedule, the CrIF contract should not be used. 


Summary 

The concept, process and organization of procurement by 
negotiation has been discussed in terms of providing an 
opportunity for obtaining fair and reasonable prices for both 
the government and the contractor, as an exception to the 
preferred method of formal advertisement. It has been show 
that it is a decision-making process between two parties or 
groups with opposed viewpoints who are sceking a formula in 
which they will have an opportunity to optimize their interests. 
The process of negotiation, in its broadest aspects, deals with 
activities concerning fact-finding, analysis, planning, 
communication and strategy which are interrelated with the 
parties’ personal skills, attitudes and teamwork. The 


culmination of all of these activities and skills ultimately 


18Ibid., p. 23. 
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determines the level of performance in reooacning reasonable 
solutions. 

Incentive contracting has been introduced as a tool of 
negotiation. A negotiation technique which, when related to the 
concept, process and organization of procurement by negotiation, 
may indicate how incentive contracting can provide the means for 
negotiating an agreement whereby both parties have the 


opportunity for optimizing their interests. 











CHAFTER II 


PREPARATION FOR AND PLARBING THES NEGOTIATION SESSION 


the | 





Any procurement can be evaluated as veing successful in 
relation to the situation in which it is accomplished. ‘hen 
preparing for the session in wnich the terms of the contract 
are determined, the team needs to make sure that the procurament 
situation is well analyzed. Post contract evaluation will be 
the ultimate judge of effectiveness in pre-planning the 
jeoeusendas aisuatten, 

Some of the factors affecting the procurement situation 
are the nature of the product, the state of the arts, the 
importance of time and the availability of information. 
Economic factors such as expansion or contraction of over-all 
economic activities, degree of competition, availability of 
resources or skilled manpower, the peculiarities of an industry 
and peculiar production problems are also pertinent 
considerations.+ 

Negotiators need not know the technical aspects of the 


product to any extent, but they should know the characteristics 


lu. S. Department of the Navy, Jefense Procuremant 


Management Course, (Boston: Harbridge House, inc., 1964), 
om 8: 50.24 
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of the product, its design and performance characteristics, 
similarities and differences when compared to other products. 
The more thorough the knowledge of the product, the more 
effective the negotiation concerning it can be. When a 
procurement situation calls for the time element as being of 
prime importance, the cost elements based on past performance 
under ordinary circumstances become less useful as guides for 
pricing.@ 

The awareness of negotiating under conditions of economic 
contraction for the economy as a whole or for the industry 
presents different problems and bargaining advantages or 
disadvantages as compared to a condition of expansion. 

Every procurement situation has a historical sequence 
which gave rise to the present situation. To understand the 
present circumstances, a negotiator must know what agreements 
wave been made in the past concerning the items under 
consideration. Precedence is a powerful force in deciding 
issues although it need not be the deciding force. 3 

In each of the circumstances which becomes a part of the 
procurement situation the buying team must analyze these 
factors. Definite information concerning them may not be 
available put in each case judgment can be used as to their 


effect. The factors of the procurement situation are facts 


2Interview with Peter J. Thomas, Chief, Frice/Cost 
Analysis Branch, Vefense Contract Administration Services 
Regional Office, Chicago, January 24, 1967. 


JASPR, par. 3-807.2. 
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which must be used by the negotiator. 





The bid proposal is a contractor's response to the buyer's 
request. The respondent to such a request faces a dilemma when 
constructing his proposal. It must be low enough to be chosen 
as a candidate for negotiation and yet high enough to be used 
as his initial position for negotiation purposes. An analysis 
of the procurement situation will reveal the extent of 
competition each respondent faced when working up his proposal. 
In the case of initial procurement a contractor is often 
willing to submit a proposal below estimated cost with the hope 
of being in a favorable position for subsequent follow-on 
contracts. If the intent in such a situation is obvious, it 
may become necessary to choose one or several companies on 
another basis than price. 

Even though a cost breakdown is required in a request for 
proposal, it is seldom a truly estimated cost breakdown. Every 
proposal is the result of a decision in strategy, for every 
submitter faces the question, "How low must I go to receive an 
invitation to negotiate?". The answer to this question is as 
much a result of what a submitter believes his competitor's 


costs to be as his own. If the submitter has a real cost 


advantage over competitors, his proposal will reflect a position 


which he believes to be in the next most favorable cost 


advantage. 


When requesting cost information for a proposal, the 
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request should be in sufficiently detailed breakdown so that 
unreal estimates can be detected.4 The quantity of information 
requested may be judged on the basis of this standard. Any 
information required beyond what is necessary to meet this need 
is excess. 

Since by far the greater share of military dollars are 
spent on contracts which require a high degree of cost analysis, 
it is of utmost importance to have sufficient cost information. 
For example, in the first three months of fiscal year 1967 
there were 10,084 negotiated actions out of 734,552 which 
represented approximately $2.4 billion out of a total amount of 
$3.4 billion for all of the direct procurement actions within 
the Department of the Navy.> The need is not only that of 
obtaining historical cost data but there is a distinct need to 
apply the skill of projecting costs realistically so that a 
proposed cost may be judged critically. Regardless of the type 
of contract employed, it is the skill of good cost estimating 


which will, in the end, determine how reasonable a price was. 


Input Available from DCAA and DCAS 


There are two basic manuals which proviae for all of the 
services available from these two activities: Contract 
Administration Manual for Contract Administration Services, 
DSAM 8105.1 and the Defense Contract Audit Agency Manual, 


DCAAM 7640.1. Assuming hypothetical bid proposals were received 


4Ibid., par. 3807.3. 


Isurvey of Procurement Statistics, op. cit,, p. 18. 
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in response to the request for proposals, the contracting 
officer would initiate certain actions. 

First, he would review the bid proposals and analyze thes. 
Those which were considered to be unresponsive to the data 
requested, unrealistic, or responsive but too high in relation 
to the others received, would not normally be considered for 
further analysis. 

Second, assuming the bid proposals exceeded $100,000, he 
may decide to send the bid proposals with all supporting 
documentation to the Administrative Contracting Office of the 
Defense Contract Administration Services Regional Office located 
in the appropriate geographical areas of the contractors. 
Simultaneously, a copy of the bid proposals would be sent to 
the Defense Contract Audit Agency Regional Offices responsible 
for that particular contractor. He would specify to both 
activities exactly which areas of the proposals he desired 
analyzed, that is, cost analysis, financial capsubility analysis, 
price analysis, technical evaluation, quality assurance or 
property evaluation. He also would establish the deadline due 
date. The price/cost analyst at VCASR becomes the coordinator 
between VCAA and the internal components of the DCASR such as 
the production, legal, quality assurance or plant property 
specialists. Most of these specialists would conduct their 


analysis in the contractor's plant, reviewing actual records, 


oy. S. Department of Defense, Defense Supply Agency, 
pontract Administration Manual fo. ontract Administr#etion 
services, January 1907, pp.&5-97. 
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files and holding interviews as required. 

Such DCAA/DCASR coordination results in an audit report 
incorporating written technical findings (tecnnical reports are 
quantitatively oriented - not dollar recommendations) as to the 
government's position regarding the cost breaxdown submitted by 
the contractor. The price analyst then reviews the audit and 
technical reports and performs a price analysis. 

Since DCAA and DCASR offices are located near and often 
service the same contractors on a repetitive basis, a knowledge 
of the contractor's accounting system, delivery ability and 
past performance is developed which becomes a valuable aid in 
performing price/cost analysis. Additionally, comparative 
price/cost data may be available from other contractor's 
involved in the same industry located in the same geographical 
area. More realistic learning curves, for example, may be 
projected by the use of this knowledge. The price analyst must 
eonsider and justify all known factors in making his covering 
recommendations to the Procurement Contracting Office (PCO), 
including the economic factors pertaining to the industry as a 
whole as well as the local geographical conditions. / 

The package submitted back to the }'CO should contain all 
technical reports, the audit report and the covering price 
analysis report. The price analysis report should recommend a 
total cost to the government and may, if requested, provide a 


profit percentage based upon the risk factors inherent in the 


VInterview with Peter J. Thomas, January 24, 1967. 
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contract type utilizing the Weighted Guidelines furnished in 
the Armed Services Procurement Regulations.® If the request 
for proposal called for minimum and maximum levels of 
performance and delivery, then each level would require a 


price/cost analysis. 


on Objective 





Since every organizational effort must be planned in terms 
of an objective, the negotiation team too must plan its 
negotiation objective. Without one, the team will flounder and 
may settle for conditions which do not optimize the governwent's 
interest. Price objectives can and should be planned in terms 
of definite dollar amounts which reflect the evaluation of all 
the terms and conditions of the intended contract. 

The contract type becomes a major consideration for the 
contracting officer.? Since the government is in the business 
of buying specially designed equipment, it may find it necessary 
to define many factors such as: performance goals, design 
approvals, quality-assurance measures, test procedures and 
schedule objectives. Wach added requirement may increase the 
risks, therefore the costs of the work. The contractor must 
weigh these factors carefully in deciding whether to compete 
for the job. Within certain limits, he may be willing to 


accept more risk for wreater profit, beyond which, he will want 


8ASPR, par. 3=808-2. 
9Ibid,, par. 3-803. 
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the government to share the risk. This balancing of financial 
risk and reward underlies the contracting officer's choice of 
a contract type. 

By contract type is meant the pricing errengeeent for 
allocating the risks ana rewards of the work. The most 
fundamental difference is whether the contract is cost- 
reimbursement of fixed-price. A cost-reimbursement contract 
requires the contractor to accomplish the work within the 
estimated cost of the contract. If the work is completed 
within the estimated cost, the contractor is entitled to the 
fixed-fee. Fixed-price contracts are based on the reverse of 
this principle since the risks of the work are assumed by the 
contractor in exchange for profit. If he can better the price, 
the reward is his and if he exceeds the price, the risk is also 
his. In any event the contract type is an item to be 
negotiated within the various restrictions imposed by the Armed 
Services Procurement Regulations. 

Basic guides to types of contracts associated with degrees 
of reliability in the cost estimated renerally may be expressed 
as follows; 10 


lOjnterviews with William J. tyan, Head, Planning Uranck, 

Director Chief Naval Material, Procurement, November 25, 1966; 
Frank M. Hcdade, Directorate of Contract Administration, vefense 
Contract Administration Services Regional Office, Chicao, 
January 23, 19607, and Herbert L. Fisher, Chief, Financial 
Services Division, Defense Contract Administration Services 
Alexandria, January 27, 1907, confirmed the acceptability o of the 
Degrees of’ Reliability by contract type as basic guidelines. 
he basic eae were first proposed by Ralph C. Nash, 

| ying, as depicted in Government Contract 
7 fe overnment Contract Program, e George 

ngton Iniversity, 1963, p. 71. 
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| 90% to 100% Pirm-fixed-f rice 
80% to 95% Fixed rice-Incentive 
‘ 70% to &5 Cost-!lus-Incentive-lee 
| Under 7 CosteI lus~Yixed-/ee 


| If the government's and contractor's estimates of the cost 
to perform any aspects of the contract cannot be reconciled to 
within 30% of each other, those aspects should be excluded from 
incentive considerations. The Firm-Pixed-Frice contract places 
100% of the risk on the contractor. Risk to the contractor 
will decrease while increasing for the vrovernment 4s one 
proceeds down the foregoing list of contract types. 

The government team now examines the pricing packaee 
received from the various DCASRs and it is assumed, for purposes 


of this paper, that the lowest bid is considered responsive and 





contractually acceptable. This may not be the case if the low 
bidder's cost estimates are found to be incomplete, in error or 
there is historical evidence of poor contractual performance or 
delivery. The price analyst's report should recommend a 
minimum, maximum and target objective substantiated with the 
rationale used in the analysis of each line item of the 
contractor's cost estimates.11 The PcO's nevotiating team oust 
then review the total pricing package, resolving and 


coordinating all questionable items with the DCAA/DC\ASK team. 





Assuming that the proposal in question seets the criteria 





llinterview with Herbert L. Fisher on January 27, 1967. 
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for using multiple incentive contracts, thot is, (a) the 
government has a definable, justified need for improved 


performance or early delivery and (b) it is possible to 





accomplish these improvements within the existing state of the 


art, then a trade-off analysis should be performed. This is 





necessary in order to assure a balance between worth and cost 

to the government. A multiple incentive contract requires a 
yreat deal of quantitative analysis in evaluating the contract's 
essential elements of cost, delivery and performance. This 


selection was made in order to emphasize the various 





considerations which may become necessary in evaluating and 





pre-planning the negotiation objective. However, discussion, 
subsequent to this section on trade-off analysis will be limited | 
to changing from a FFP to a FrI contract in order to reach | 
agreement. ‘The FPI contract will contain only one of the three _ 
incentivigsed elements ~ cost, with performance and delivery 
assumed to be satisfactory to the government at the stated 
minimum in the contract. 

Many techniques are available for performing trade-off 
analyses, some being extremely sophisticated and cosplex while | 
others are relatively simple. Some of the more sophisticated 
techniques dre: (a) NASA'S STOIC (Simplified Techniques of 
Incentive Contracting) and NOMATIC (Nomographic Aid to Incentive 


Contracting) tecnniques, which require the use of specially 


trained personnel, ** and (b) the techniques daveéeloped by the 








acting, (Huntsv : Georre ) | Space Flight Center) 
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USAF Academy for performing systems analysis by computers, which 
should be utilized only on large dollar value systems 
procurements, The following is © relatively sigple nine-step 
technique which can be used by any contracting officer and which 
requires normally available sources of information such as those 
presented thus far in this paper.14 

l. Fstablish the target performance and delivery as 
proposed by the contractor. Then minimum accwptable and maxigum 
feasible or desirable performance and delivery levels must be 
established. 


2. Establish the target cost for the target performance 





and delivery, on the basis of cost and price analysis of the 
contractor's proposal. 

3. Establish minimum and maximum probable costs for 
attaining target performance and delivery. At this point, an 
incentive matrix as shown in Figure 1] should be drawn, 

4. Using weighted guidelines, establish, (a) target fee 


or profit on the target cost, (b) maximum reasonable profit on 


13y. s. Lepartment of the Air Force, The Lvmaluation and 
ue Techni >i | e Incentive Contracts, ‘sugust 






lhenis technique was developed by NADM J. L. Howard, 
birector of Procurement, Office of the Assistant Jecretary of 
the Navy in conjunction with a member of his staff, Mr. william 
Je Platzer. It has been patterned after and is similar to the 
one presented by 'iarbridge tiouse Inc. in VJefanse Advanced 
Incentive Contracting Workshops. Interview with )illiam J. 
Ryan, Nead, Planning Branch, ‘Vee Ohief Waval Material, 
Procurement, November 25, 1966 
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| 
| 
| 


Source: Leveloped by RALM J. L. Howard, Director of }rocure@ment, 
| Office of the Assistant Secretary of the Navy in 
| conjunction with a member of his staff, Mr. “illiam J. 
Platzer. Interview with William J. Ryan, Planning 
Branch, Direetor Chief Naval Material, Procurement, | 
November 25, 1966. | 
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Incentized 
Element 


Most 
Optimistic 
Position 


Target Most 
(most likely) Pessimistic 
Position Position 








Performance 
(in Miles, or 
Points, etc.) 





Delivery (in 
Weeks or 


X +Y tT#eyredz | 
Months) 


ra 


The contractor should be able to attain the most optimistic 
position in all incentized elements, at least at the outset, 
so he will work towards optimal profit and will not make 
trade-offs until well into performance. 


Fig. 1.--Multiple Incentive Contract Matrix | 
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the minimum reasonable profit on the maxi#um probable cost. 


From these figures, a profiteswing effect-of-cost scale can be 





drawn, in which target profit would be represented as zero 
(neither award nor penalty), and which would look like the 
goal post chart shown on the left side of Figure 2,16 


5. Establish penalties and rewards for attaining the 





minimum acceptable and the maximum reasonably feasible or 
desirable levels of performance and delivery. These rewards 
and penalties should be established on the basis of (a) worth 
to the government and (b) cost to the contractor. Normally, 


the worth to the government determination is made by the project 





manager. The contractor should propose the estimated cost to 





attain the minimum and maximum levels. If the maximum goals | 
are realistic and reasonably attainable, then these cost | 
proposals should now be subjected to cost and price analysis as 
was the original proposal. Again weighted guidelines should be 
used to establish reasonable profits on the total costs of | 
accomplishing the most optimistic and pessimistic goals. This 
is to assure the existence of a sufficient true profit to 
actually motivate the contractor. Now, the profit-swing effect- 


of-performance and delivery scales can be graphically presented | 


| 15In establishing reasonable profit or fee on less than 

: the maximum allowable cost, the contractor's fixed overhead 

| expense situation should be thoroughly analyzed in order to 

1) estimate how much incentive profit is required to motivate the 

d particular contractor to reduce costs. Any billing for . 
i otherwise unrecovered overhead expense is as valuable as profit 
to the contractor. 


lOincentive Contracting Guide, op. cit., p. 98 
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Figure 2 


Incentive Goal Posts 


U. S. Department of Defense, Office of Assistant 
Secretary of Defense, Installations and Logistics 
: ide, January 19, 1965, VIII, 
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on goal post charts as shown in Figure 2. 

6. Compare the deviation from target price (contract cost 
plus fee or profit) associated with the minimum and maxium 
levels of performance and delivery to the deviation in contract 
worth to the government at these levels.+’ Thene two 
deviations, in terms of dollars, should be in balance. If the 
price the government would have to pry exceeds the worth, the 
range of incentive effectiveness should be cut back to where 
price and worth are in balance. If the worth significantly 
exceeds the price, the reward and penalty may be increased to 
give a greater incentive. When the worth exceeds the price of 
improved performance or delivery, an exact balance is not 
essential. Any adequate incentive will be sufficient to bring 
about the improved performance or delivery, and the opportunity 


for windfall profits can be reduced.2& The danger of assigning 


17The "worth deteraination" concept has been developed and 
expanded by Mr. Ira F. Kuhn, Jr., of BeK Dynamics, Inc. The 
evaluation of the worth to the government of variations from 
target in product performance or delivery timing in terms of 
dollars, is essential so that it may be equated with incentive 
dollar rewards and penalties. The government must determine 
the dollar worth of any significant deviation in these 
variables, and the attainment of any goal. This worth 
determination is usually expressed in terms of direct costs, 
opportunity costs or savings, and alternative costs. Interview 
Sole William J. Platzer on November 25, 1906, and February 2h, 

907. 





18The opporunity for the contractor to gain winufall 
profits usually can be attributed to either (a) the state of the 
technological art having been significantly advanced subsequent 
to the time the specification and proposals prepared, or (b) 2 
high reward being given for early delivery when in fact early 
delivery naturally reduces cost and inereases profit due to the 
axiom that "time is money". 
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a lower incentive-reward value to the accomplisment than it 

is worth to the government lies in the likelihood of there 
being an invalid (low) estimate of the cost to attsin the 
desired level. When the net loss to the government for below 
target performance or delivery exceeds the incentive penalties, 
it is essential that the penalties be increased. 

7- Calculate break-even or trade-off points And triinslate 
these into a meaningful equation. The use of a "T" chart, 
Figure 3, is a valuable tool for this purpose. In this 
Calculation, a fixed dollar amount of change in fee or profit 
is equated to the amount of change in cost, performance and 
delivery which would be required to effect the given change in 
fee. For example, a $100 increase in fee might result from 
either (a) a $500 decrease in cost, (b) a 5) increase in 
performance, or (c) a 5 week early delivery. Thus, the break- 
even equation would read: 

$500 (cost) = 5% (performance) 2 5 weeks (delivery) 

This break-even equation is therefore a quantified value 
statement and provides a built-in-instruction to the contractor 
showing him how to provide the government with the maximum value 
under this contract. 

8. To assure an overall balance between the price to b«# 
paid and worth to be received by the government, the rewards 
and penalties are checked against the following equation: 

Additional § worth to the govern- 

ment of attaining all of the most Maximum § amount 

timisti ls over target = of reward fees 
worth to the government Maximum J amount 


of attaining all of the least of penalty fees 
optimistic goals under target 
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Figure 3 


Break-Even Points ("T" Chart) 





Source: Developed by RAUM J. L. Howard, Uirector of Procurement, 
Office of the Assistant Secretary of the Navy in 
conjunction with a member of his staff, Mr. illiam J. 
Platzer. Interview with William J. Ryan, flanning 
Branch, Lirector Chief Naval Material, Procurement, 
November 25, 1906. 
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Change in Contractor Associated Change 
Performance in Fee or Profit 


Cost Change of $A 


Performance Change 
of B Miles 


Delivery Change 
of C Weeks 





Showing: That the change in contractor performance, Cost A, 
Performance B. or Delivery C, which will net a given 
change X in profit or fee. 


Fig. 3.--Break-Even Points ("T" Chart) 











1,0 


If this equation is in balance, the rewards and penalties 
to the contractor reflect the worth to the governnent, and if 
the target performance and delivery are worth the target price, 
price and worth will be in balance at the parameters of 
performance and delivery. 

9. The realistic effectiveness of the assigned incentives 
can be checked by computing the percentage of total fee which 
should be allocated to each of the incentivized elements. This 
check is based on the concept that the ratio which the maximum 
incentive reward or penalty assigned to any one incentivized 
element bears to the total maximum reward or penalty assigned 
to all elements, should be equal to the ratio that the cost 
change necessary to effect that maximum reward or penalty bears 
to the total cost change necessary to effect the contract total 
maximum reward or penalty. This concept can be expressed in 


terms of an equation: 


(a) Maximum reward or (c) Increase or decrease 
penalty for cost, in cost to effect (a) 
performance or 
delivery “ 

(b) Contract total (d) Total increase or 
maximum reward decrease in total 
or penalty contract cost neces- 


sary to effect (b) 
The following exercises must be performed to make this 
computation: 
(1) befine the cost swing: 


(a) Reductions = R 


Cost efficiency (maxinum) = § less than target cost at 


target performance and delivery # Cr 


a 
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(c) 
(d) 
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Performance (minimum) #» — leas than tarwet cost # fr 
Delivery (latest) = $ less than target cost # Dr 
Total negative cost swing = Cr +/fr+ODrebh 
Increases # I 

Cost efficiency (minimum) = $ more than target cost 
at target performance and delivery # Ci 

Performance (maximum) # $ more than target cost # Fi 
Delivery (earliest) s $ more than target cost # Di 
Total positive cost swing 2 Ci + Pi + Di 2 I 

Total cost swing ® = R to + I 


Percent of cost swing allocated to elements: 


Or + 
cost = 
Performance « tt 
Delivery = EE 


Define the fee swing: 


(a) 


(b) 


Rewards = A 

For maximum cost efficiency = Ca 

For maximum performance level = Fa 

For earliest delivery = Da 

Total fee reward swing ® Ca + Fa + Da @ A 
Penalties = F 

For minimum cost efficiency = Cf 

For minimum performance level # Pf 

For latest delivery = Df 


Total fee penalty swing = Cf + Pf + Df a F 
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(ec) Total fee swing # -+A to -f 
(d) Percent of fee swing allocated to elements: 


Performance «= 2 
Delivery « 22+.f 


lf each element of incentive fee is properly balanced 





against the cost for attaining that fee, the following 
equations will be balanced. 
(a) Cost: 


Award = = » 2 
Penalty = fs 


(bo) Performance: 


Award = * = {8 
Penalty = — = 


(c) welivery: 


Award ea . - 


tenalty # = = ~ 
The percentage of the total incentive fee pool that should 
be associated with each incentiviged elament of the 
contract then o@n bederived from the following equations: 
(a) The percent of the incentive fee pool to be allocated 
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(b) The percent of the incentive fee pool to be allocated 


to performance 28 _ Pr + + 
r+ ¢*:rr+tri*s-vUr + 


(c) The percent of the incentive fee pool to be allocated 


to delivery = Jr + I 
r+ + Pr + ¢ Ur + 


If all of these equations balance, the incentives are balanced, 
If valid worth and cost analyses were performed and 


incorporated into the incentive fee structure, the incentive 





structure will dictate that any trade-offs made will not lessen 


the cost-effectiveness of the procurement. 


Planning Other Positions 

Returning to tho contractor's hypothetical bid, it is now 
assumed that the contracting officer is only concerned with the 
target cost position as shown in Figures 1 and 2, the "most 
likely" position. If reasonableness, itself, is a desirable 
goal, then reasonableness may be judged on the basis of 
probability of occurrence of such cost and thus form the basis 
for the negotiation objective.l19 ‘The most reasonable 
expectation for a cost to occur on a certain level is when the 
chances are as great that the contractor will overrun th cost 
at this point as that he will underrun it. This aay be called 
the "most likely" position or the 50-50 position. Since this 


is the most reasonable position to take, it becomes the best 


IQ. 3. Vepartment of Defense, Armed Services Procuremest 
Regulations, March 1, 1963, 3-801-l. 
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objective to choose. 

The usual price clements on which this judgement may be 
made are direct material usage and prices, direct labor usare 
and rates, overhead and general and administrative costa, 
direct engineering and tooling manpower usaye and rates, 0 
There may be other elements depending on the complexity of the 
procurement. bach element woulu then be considered separately 
by the appropriate analyst and in each case determine the 50-50 
point. If the direct labor hours for production are estimated 
on the basis of a learning curve, the Gnalyst would detérmine 
whether a straight-line projection from historical cost would 
represent a 50-50 average cost or whether a flatter or steeper 
projection is more reasonable.“ This decision would require 
a careful weighing of the assumptions which each alternative 
choice contained, but in each case the decision would be baged 
on an estimation of the chances of exceeding or underrunning 
the estimate. The point where the chances are considered equal 
is where the choice would be made. The summation of the 50-50 
points for all the elements would represent the total cost 
objective. When a reasonable estimated profit is added to the 
total, the result is a price objectiva. 

When negotiating a price based on a straight fixed pric# 
type of contract, it is usua}ly essential to plan gore than on@ 


position, Other positions are necessary so that the government 


20nefense Procurement Handbook, op. cit., X, pp. 1-58. 


a eo 


2libid., pp. 22-28. 
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negotiators may have some "bargaining room" or have the 
Opportunity to "feel out" the contractor through the interchange 


of information in the negotiation process. The objective is the 





important position to plan with other positions planned as ; 
supports to help attain the objective. 
Beside the target cost objective, the next most important | 


position is the "optimistic" or minimum reasonable price 





Position. It indicates the basis for the first counter-proposal, 
if one is planned, and also shows the amount of concessions 


necessary to reach the objective.©* The distance from the 





minimum price position to the objective is the bargaining space 





the negotiators have chosen. 

The minimum price position can be analyzed on the same 
basis of reasoning as the target cost objective. It is an error 
to believe that an arbitrary figure of a "nice low amount” is 
suitable as a minimum position. The view is often expressed 
that the time spent in analyzing an exact point is not justified 
because the negotiator does not intend to settle on this price 
anyway.“ But the risk of an arbitrary price position lies in 
the fact that unless a position is a defensible one, the 
negotiator proposing the arbitrary position may lose respect 


when the opposition asks him to justify his position.24 Once 





22Rule, Ope Cite, pp. 2529, 


| 23interview with Peter J. Thomas, Chief, Price/Cost 
1| Analysis Branch, Jefense Contract Administration Services 
| Regional Office, Chicago, January 24, 1967. 


24 bid 
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a negotiator has lost stature, it is difficult to win subsequent 
points in favor of his position. The minimum point must 
therefore be selected with care and due consideration for the 
facts of the procurement. In this case the question may be 
asked, “What is the lowest probable cost incurrence?", 

It must be recognized, of course, that the chances of 
ineurrence are far below the 50-50 level and thet the 
contingencies on which the probable incurrence of cost are 
based are weighted heavily in favor of the buyer. Yet, it is 
a defensible position. The government negotiator may choose @ 
higher position than the lowest probable incurrence and thus 
give himself a more easily defensible position. The point of 
actual choice of the minimum may well depend upon how much 
bargaining room a negotiator needs below his objective. If he 
wants to give himself a 25% probable incurrence, such a position 
can be more easily sold than on the 10% level. 

To choose a "pessimistic" position, or the maxinum 
reasonable target cost, may be necessary even though the 
negotiator hopes that he will not need to go beyond the 
objective. Since the objectives of both opposing teams may not 
necessarily coincide, in fact, it would be sheer coincidence if 
they did, one or both teams may need to go beyond their planned 
objectives. Then too, a negotiation may develop into a contest 
of bargaining strengths. If this happens, the maximum position 
becomes very significant, for it is at this point where the 


negotiator chooses not to go beyond, and therefore reprasentes 
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a take-it-or-leave it point. 

The maximum position, as in the cas@ of the other two 
positions, can be determined on the basis of probability of coat 
ineurrence. The question to be raised in tnis case, to aid the 
judgment of the analyst, is: "What are the chances of the 
occurrence of certain contingencies and how high will the cost 
level consequently be?". The negotiator may wish to use a 25% 
level or one chance out of four as a guide. fhis level aay 
need to be modified by the consideration of strategic factors 
such as the amount of withholding pewer of the government, the 
urgency of the procurement needed and the number of alternative 
sources available. The answers to these questions will help 
determine the point at which negotiations would be broken off 
rather than continuing. Although the goal of every negotiation — 
is agreement, not all negotiations should necessarily end up 
with agreement. There are occasions when no agreesent is better 
than an agreement regardless of the original intention. The 
government negotiator still has the responsibility to the 


26 


government to contract for air and reasonable prices. 


The Basic Positions 


When planning the three basic positions, the anslyst's | 
| 


working paper would generally include the following information:*” 


2I bid. 
20 nterview with Frank M. Mcvade on January 23, 1907. 


“7Jefense Procurement Handbook, op. cit., X, pp.» 7-01. 
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POSITIONS 
PRICE ELEMENT 
OBJECTIVE | MINIMUM | MAXIMUM 


birect Production Labor sours 
Virect Labor Hates 


XXX 
XXX 


Direct Labor Cost XXX 
Direct Material Usage 

Direct Material Price Fer Unit 

Direct Material Cost XXX 
Direct Lngineering Cost XXX 
Direct Tooling Labor Cost XX 
Production Overhead Cost XXX 
Angineering Overhead Cost XXX 
General and Administrative Cost XXX 


Other Costs (Jepending on 
Accounting Breakdown) 

Total Cost Positions 

Profit 

Total Price Positions 





The price element categories depend upon the accounting 


information available or other convenient ways of categorizing 


cost elements such as "Start-up Costs" or "Flant Rearrangoment". 


The analyst should have supporting exnibits for each major 
category with additional supporting analytical dwta where 


needed. Since the objective is the most important position, it 





would be best to calculate this column first, for it permits 
the analyst to use a single standard of judgment, the 50-50 
standard, for each category of cost. When he hus calculated 
each position separately in turn, he has before hie the price 
range and the objective within the range. Beyond this he must 
estimate the contractor's positions and his probable range. 
Since he already has a proposal from tne contractor, he 
knows his maximum position, but the resaining contractor's 


positions will remain nidden or unannounced during the 
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hegotiation session. However, it miy be nec@sgm@ry to revise 
the estimate of those positions as tiie government negotiator 
gets a "feel" for these hidden positions as the negotistion 


progresses. 


In the planning stage, the government negotiator therefore 


faces a position as follows: 28 


Government | osition 


Contractor Position 





(Dotted lines are positions unknown to the government 

negotiator.) 

From the seller's viewpoint the maximum would actually 
represent his minimum and the minimum would represent the 
maximum price concessions. For convenience the nomenclature 
will be used from the buyer's viewpoint. If the two objectives 
are closer or when they coincide the task of the negotiator is 
thereby greatly simplified. Nevertheless, the task of #ach 
team is to use techniques which will cause the other side to 


move from initially announced positions. This requires further 


28interview with Peter J. Thomas, Chief, Price/Cost 
Analysis Branch Defense Contract Administration Services 
Regional Office, Chicago, January 24, 1967. 
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planning. 

The process of “feeling out" unknown positions may require 
taking other positions before the objective is reached. If the 
basic approach is to be logic or the raSsonelileness of positions 
instead of bargaining strength, then communications will be 
based on the logic of the estimates and thw assumptions made. 

In such an event, it may be best to w#nnounce the position 
representing the negotiation objective quite soon, since this 
position is the most logical one. Jut if tne contractor is 
likely to take stands based on his bargaining strengtii, it is 
better to move more slowly to the objective since & great deal 
of "feeling out" is necessary. In this way, the communication 
will be based on estimating the contractor's attitudes and 
developing ways and means of countering thw basis for such 
attitudes. When bargaining strength is the basic approach, a 
single jump from the minimum to the objective may be interpreted 
by the seller as bargaining weakness. Or else it may indicate 
to him that the government's objective is highwr yet and that 
further concessions will be forthcoming. Inus, the basic 
approach will determine whether additional positions should be 


planned. “9 


Recognizing Issues 


Communication around the negotiation table is centered 


around issues. If information or data were actuslly facts, 





291 bid. 
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negotiation would be unnecessary since the information would be 
known to be true by both parties leaving nothing to disagree 
with. It is therefore assumed that a good portion of the 
information is subject to disagreement, and it is this 
information which must be organized into issues.29 Issués can 
therefore be considered as information or data about which 
people take sides, negatively and positively. At the 
negotiation table opposite stands are taken because negotiation, 
by definition, implies participation by people with opposite 
interests in certain aspects of the contract, such as price. 

If the subject matter of communication during negotiation 
is mostly debatable information, it is extremely important to 
recognize, and organize this subject matter in terms of issues. 
Recognition, itself, may enhance the chances of success. A 
list of anticipated issues may be made with positive and 
negative stands selected according to the best interests of the 
government objective. The team can now organize the information 
previously gathered in support of the stands taken, listing it 
point by point as supporting data under the various issues ag 


the following diagram illustrates: 


30befense Procurement Hamdbook, op. cit., IX, pp. 39=40. 
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Contractor's Fosition: 700 
hours (per proposal) 





Learning Curve of 68% Contractor's slope: 75% 


indicated Same labor mix 
More experienced labor Same as in the past 


indicated for future, 
fewer change orders 
anticipate 


In this manner, each issue can be organized and diagnosed. 





When the cost analysis approach is taken to measure | 
reasonableness of a price, the issues will coincide closely to 
the price elements. There may be instances where there may be 
several issues concerning a single element. Tor example, the 
manufacturing overhead may indicate an issue on the question of | 
the amount of overhead and another issue on the basis of 
allocation and still another on the question of volume,22 

An arrangement of issues in this manner will provide a puide 


for the negotiator to follow when presenting his case, and if 





space is provided to make notes, it will serve also as a progress 
sheet during negotiation. | 

A careful screening job is necessary to make sure that 
issues are realistic. Non-realistic issues may creep in 


unintentionally. This can be avoided if it is remembered that 








31n. R. Kroeker, A Handbook of Learning Curve Technigqueg 
Ohio State University esearch Foundation, Ol. 





2u. Se | of the Navy, Office of Noval Material, 
wrOotiators fia. ok, NAV EXOS P«» 1001, March 1958, pp. 25-36. 
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issues are resolvable and that the definite decision can be made 
concerning them. There are times when an accusation may hava 
the appearance of an issue. For example, if the <overnment 
contractor accuses the contractor of being a high cost proucar 
and the contractor denies it, it is doubtful that this question 
could be resolved. It is also doubtful whether there is much to 
be gained if it is resolved. 

The more pertinent issue is whether the contractor should 
use 500 man hours per unit rather than the general question of 
being a high cost producer. By emphasizing the important issues, 
time is not wasted and usually this allows the details to fall 


in line after such issues are resolved, 23 


Planning Strategy 


Decision-making in negotiations is an area distinct from 
usual business decisions. Business decisions are normally sade 
by people who are on the same team. Negotiation decisions, on 


the other hand, are made while the organized opposition is 





present in the process of decision-making. This kind of proce- 
dure calls for strategy to promote favorable attitudes and 
consideration of viewpoints held by one side of the two-sided 


decision-making process. The word strategy may be regarded to 





mean the outemaneuvering of an opponent by shrewdness or to use 
‘| someone else to one's own advantage. Gut it moy also be usa#d to 
gain a fair and reasonable objective, and it is in this sense 


that the term is used in government procurement negotiation. 34 


33pefense Procurement Handbook, op, cit,, IX, pp. 39—-42. 
S41 bid. 
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Strategy in the use of issues should be panned carefully. 
One of the simplest ways of planning strategy concerning issues 
is to arrange them according to their relative importance. The 
strategy then may be to start with the least important issue and 
in turn work toward the more important. Concessions, then, will 
have been made on less important issues with the hope that fewer 
concessions will need to be made on the more important. The 
issues may be arranged and presented so that when a concession 
has been made by the opposition on an issue, he may find it 
necessary to make a concession on a point in the next issue in 
order to be consistent. Then again, they may be arranged 
according to anticipated case of reaching agreement. Take the 
issue first in which there is the greatest likelihood of 
agreement and thus create an atmosphere of agreement and 
cordiality as the team moves to issues in which there is 
anticipated less probability of a«reement. 

A good strategy is a flexible one. Strategy in the use 
of basic positions should also be planned. Three alternative 
suggestions may be made with regard to the government team's 
revealing of basic positions to the oppositicn: (1) reveal no 
positions, (2) reveal only one initial position, the miniouw, 
and (3) reveal two positions, the minimum and the objective, 26 


If the first alternative is chosen, the entire negotiation 


3>Ibid. 


30Interview with Frank M. Mcvade, Wirector, Virectorate of 
Contract Administration, Jefense Contract Administration 
Regional Office, Chicago, January 23, 1967. 
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proceeds with no counter-proposal from the government team. Ine 
strategy in this case is to work from the contractor's initial 
proposal and to ask him to justify his position, The government 
team's strategy is to counter the justification with ths hope 
that the contractor team will choose a more favorable position 
because their first position couldn't be justified. As the 


contractor thus moves from one position to another, each move 





based upon the fact that he could not justify his previous 


position, the government negotiator will agree at the point 





where the contractor's last offer coincides with the government's 
objective. This kind of strategy may work only when the 
contractor bargains from a weak position, such as urgently 
wanting the business or when the contractor considers the price 
less important than the possibility of follow-on-procurement. 
This is usually regarded as "buying in" and may be the 
explanation for his yielding readily. 

On the other hand, this may be a useful stratezy when it 
is used only initially after which the government team switch#s 


to another strategy. The logic of this strategy is to get the 





other team to move off their initial position. After the 
contractor has conceded enough to bring them at least within the 
government's maximum position, the government team chanres to 
the second alternative strategy. This combination of strategies 
may be necessary inasmuch as any concessions made from an 
unrealistic position are unreal concessions. The duty of the 

| government team is to bring them down far enough until any 


exchange of concessions represents concessions on both parties. 
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The second alternative, revealing the minimum position wes . 
the initial counter-proposal by the government is another 
commonly used strategy. A counter-propos#l permits the 


government team to take the initiative because it gives thas 











an opportunity to promote a viewpoint and to sell a position 
aggressively. Good salesmanship techniques are as important in 


selling positions as they are in selling commodities, for the 





| 
same psychological advantazes can be gained in either case. 
Even-though the counter-proposal is not the position the | 
government team intends to settle on finally, the better tha 
selling job on this position, the easier to sell the | 
ob jective.>/ ; 
The purpose of the counter-proposal is to make it efsier to 
settle on the objective. It is a point from which to make 
concessions, and the strategy of timing the moves and the size 
of jumps from the minimum to the objective should be carefully 
planned,38 
The last strategy involves an element of risk for the | 
negotiator using it. The bargaining space he has given himself 
is between two announced positions, and although the objective 
is not exactly a take-it-or-leavye-it position, it is a position 


to be defended to the end if possible. Since it is announced 





early in the session, the negotiator must have a great desl of 


confidence in this position. To the extent that close 


371 bid. 


38pefense Procurement Handbook, op. cit., IX, p. 4l. 
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estimating is possible and thus confidence eatublished in the 

position itself and the negotiator has confidence in hig ability 

to sell this position, the strategy may be a highly successful 

one. | 
Several advantages accrue from the use of this strategy. 

It diminishes a great deal of so-called fiajgling and struggling 

from one position to another when both teams are really looking 


for the one best solution. Why not talk about tiie best solution 





from the very beginning when this is what 1s sought? When both 
teams are looking for the most reasonable solution there is no 
reason to take positions which are less than gost ressonéble, 
When one or both teams are seeking soluticns based on bargaining 
strength then this strategy would probably be less effective. 

The choice of strategy conceming positions can be 
determined only after a close examination of circumstances. The 
following conditions may enter into this kind of determination: 
(1) the degree of eagerness by the contractor to obtain the 
contract, (2) the attitudes of reasonablenass veraus the desire 
to use bargaining strength to advantage and (3) the personal 
abilities of the negotiators. 

The first strategy probably works best when the first 
condition is present. The second strategy would be more 
appropriate when tn second condition points to the non- 
reasonable approach) or when there is @ doubt in the minds of the 
government n@gotistors ase to which appromch the contractor will 


take as in the case of dealing with a contractor for the first 


time. Initial procurement, as compared to follow-on procurement, 
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also points to the use of this strategy oven though the 





government has dealt with a contractor previously. in any event 





when, in the judgment of government negotiators, the ostiaates 


are considered unreliable or the reactions of the contrsctor 








cannot be judged with any degree of accuracy, this strategy 
provides the necessary bargaining space so that sovements can 


be made with caution. The third strategy worke beat wien 





eonditions (2) and (3) indicate the approacn of rexsonableness 
and the abilities of the negotiators ara such that they can 
proceed with a maximum degree of confidence.39 





39Intervidw with Frank M. McWede, Wirector, Directorate of 
Contract Administration, vefense Contract Administration 
Regional Office, Chicago, January 23, 1967. 
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CHAPTER IIT 


Ti NEGOTIATION SESSION“ 





A negotiation team's objective, its diagnosis of the issuss 
and the position it takes prior to the negotiation session are 
based upon the preliminary information obtained from the 
contractor's proposal itself and from the price-cost analysis 
provided by DCAA and DCASK. Although every effort for complete 
clarification is made by the latter activities, such positions 
or objectives may not be firm until an opportunity has been 
provided to the government team to questian the contractor 
concerning the various aspects of the proposal or other related 
and relevant facts. The questioning may reveel differences of 
interpretations of the information, or it say reveal problem 
areas which need clarification. Often this can be accomplished 
by the government team through the DCASR representative but many 
contractors may be reluctant to furnish complete information to 
@ government representative who they know will not be part of 
the negotiation team. This may be particularly trua if the 
information was planned to be used as a concession later during 
the negotiation session. 

The purpose of the exploratory session, if one is necOesary 


at all, is to test the realism of the pre-neyotiation 


D9 
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objective.+ The goveranent team sahoul!d plan its queetions sad 
discussion on the basis of sesting thie best. Certain costa, 
for example, @ay be understood only after questioning the 
specific method of production to be @uployed. Than, too, the 
proposal may not have been clear on the proportions of certain 
metals to be used in the construction of the item. Ur, the 
contractor may have a funuamental misunderstanding of the 


engineering or tooling required. 


In the process of arriving at the tentative objective prior 


to negotiation, the government team should make « list of all the 


areas in which there is any doubt. When information received 





from government sources is inconsistent with the information 





received from the contractor, the contructor should be 
questioned thoroughly on such points. It muy be good stratery 
at this stage not to reveal any differences of information but 
this can be used most effectively oa indicators to sliow where 
questioning needs emphasis.“ An important @¢rea where 
questioning would need special attention is that of discovering 
the basis of assumptions made tor the projections of direct 
labor hours and rates, material prices, scrap rates or overhesd 
rates, 


Care should be taken that the questioning does not les to 


lu. 5. Vepartment of Jefense, . 
Us S. Army FM 38-3, U. S. Navy NAVMA ; r Force 
AFP 70-1-6, Defense Supply Agency DSAH 4105. i, * yuly 1965, Il, 
p. 40. 


2¢ordon Wade Rule, "The Art of Negotiation", (unpublished, 
private printing 1962), pp. 20=24. 
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argumentation, for to do so would destroy the purpose of the 
exploratory session. It is also very important not to reveal 
the negotiation team's pre-negotiation position, otherwise it 
might be difficult or embarrassing to chanwe positions following 
the exploratory session. Tne same principle holds true when 
making statements to other zovernment personnel. Strong 
statements may be oceasionally made by members of the buying 
team when anticipating negotiations with a certain company. J3tch 
statements, when made, have the effect of "taking a stand" which 
may be entirely unrealistic when all facts are known and would 
then represent a point from which retreat may require a lot of 
explaining. If a team wishes to reveal its pre-nezotiation 
position to other government personnel, it should be clear that 
such a position is only a tentative one. If this is not done 
there may be a temptation to take the easier course and adopt 
the tentative position in spite of its being unrealistic.? 

The length of the exploratory session may depend entirely 
on the amount and type of information needed. As previously 
mentioned, there may be occasions when no exploratory session is 
necessary. After receipt of the contractor's proposal and the 
subsequent receipt of the pricing package from DCASR, further 
clarification may not be required. A thorough price-cost 
analysis reduces the amount of time necessary during the 


negotiation session in fact-finding. On the other hand, the 


Interview with Peter J. Thomas, Chief, l'rice/Cost Analysis 
Branch Vefense Contract Administration services Regional Office, 
Chicago, January 24, 1967. 
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exploratory session may well occupy half the negotiation time. 
This would hold true when specifications are not very clear or 
when the contractor's proposal contains itesis which are not 
properly supported. It may also occur when the proposal differs 
substantially from facts sgathered in the pre-planning phase from 
DCAA and DCASR.* In any event, this part of the session should 
continue until there is a meeting of the minds concerning the 
facts of the case. Without this common understanding of the 
facts, neither the position nor the objective for negotiation 
can be realistic. 

The basic communication skill during the exploratory 
process is questioning, probing, listening and understanding. 
Since human beings are involved in communication, variations are 
necessary to meet the human need. In some cases it may be 
advisable to plan questions in detail, as in the case of an 
interview, until all information is obtained. In other 
instances the non-directed interview approach may be used to 
advantage. The questions in this case are broad but designed 
to stimulate broader responses. This technique, when used in 
negotiations, may often produce more information in the form of 
unsolicited answers than the detailed questioning method. The 
method to be chosen depends on the personality of the person to 
whom the questions are directed and the ability of the 


government negotiator to evaluate the contract negotistor's 


4Ibid. 
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: personality.° 
When questions receive vague or guurded answers, it aay be 


necessary to use a probing technique whereby 4& series of 





questions concerning the same subject matter are asked wit! euch 
successive question digging deeper in order to solicit an 
adequate answer .© Probing may also include the different 
approaches or ways of asking the question. If the answer is not 
satisfactory, ask it in another way, use different approaches, | 
postpone it for a while and phrase the question differently 
| until adequate answers are forthcoming--or else know why an 
| adequate answer is not given. | 
Listening is as vital to communication as talking. 

Inadequate communication may often be attributed to inadequate 
listening, perhaps more often than insufficient talking. In 

the exploratory session the art of listening is of special 


Significance. It is that part of the negotiation in which the 


answers. Perhaps the negotiator may feel subconsciously tlut he 

has lost the initiative when he isn't talking, but his 

initiative may be assured by his directing the questions.’ 
Unintentional disputes may occur frequently because of @ 


lack of understanding, One approach or technique of assuring 





government negotiator's chief occupation is to listen and absorb 
the understanding of a point is to rephrase it or by asking 
| 
| S5Ibid. 

Onefense Procurement Handbook, op. cit., Ii, p. 40. 


| Interview with Peter J. Thomas, January 24, 1967. 
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whether his understanding is correct. Meanings or differences 
of interpretation by negotiators may cause by-passing the 
intended meaning and thus common understanding is not achieved. 
When prejudices neld by negotiators c@use lack of understanding, 
it must be realized that biases of this kina should be set aside 
deliberately in order to achieve understanding. fhis is not an 


argument in favor of accepting the opposition's viewpoint but 





rather that of understanding it. For without tnis understanding, 
a viewpoint may be hard to counter effectively and it may lead 
to fruitless and unintentional arguments. & 

As a matter of reminder and emphasis, the exploratory 
session is strictly exploratory. In the process of questioning, 
there may be a strong temptation to counter a contractor's 


position as he explains it. But to do so would probably destroy 


the purpose of exploration. The negotiator may suddenly find 

himself in the midst of negotiation when his intentions were 

only fact-finding. This may also produce the additional danger 

of being disorganized in his approach because he finds himself 

inadvertently negotiating points wnich were planned to be used | 
| 


later. Also, he may forget to pursue the remainder of the 





exploration from the point where negotiation began. Therefore, 
the negotiator will have lost in two respects; his negotiation | 
approach becomes disorganized and his exploration is incomplete.9 


The exploratory session should not close until the 





Ibid, 


| 
| 
| 7Ibid. 
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government negotiators have accomplished their purpose. Thy 
should have (1) tested the realism of the issues and positions 
planned in the pre-negotiation planning period, (2) determined, 
by the many questions asked, the basis for the contractor's 
position, and (3) determined the contractor's probable stand to 
be taken on issues and the relative importance he is likely to 
place on each.2© when this purpose has been accomplished a 
recess is then in order so that the team can r@-assess positions, 
issues and strategy. The exploratory session has offered the 
government negotiator the advantage of a testing ground before 
actual negotiations, which should enable him to enter it with a 
higher degree of confidence. 


ig the 





Since the negotiation session is essentially a conference, 
it should, like all conferences, have an agenda. The content of 


proposals or counter-proposals determine the agenda of a 





negotiation conference, but the order of procedure is dependent 
upon the strategy chosen beforehand.11 The choice of the agenda 
items should, of course, be the responsibility of both teams anc 
it follows that each should make sure its agenda items are 
considered. However, the chief negotiator for the government 
should assume a special responsibility for leadership of the 


conference as a whole. Since the government initiated the 


10;efense Procurement Handbook, op, cit., IX, pp. 40-42. 
lljefense Procurement Handbook, op, cit., IX, pp. 39-41. 
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procurement and invited the contractor to attend the conference, 
the government team is logically the host teem and therefore the 
leader of this team should assume overall conference leadership. 
It is he who should take the initiative in moving from item to 
item on the agenda and steering the overall course of the 
eonference to a conclusion.+2 It should be his responsibility 
to make sure there is a meeting of minds on the nature of the 


issue or problem being aiscussed and a summary of the results 





before moving to the next item of discussion. 

Having completed the exploration session does not preclude 
further exploring or fact-finding during negotiation itself. 
Beyond the need ror fact-finding, exploration during 
negotiations takes on another meaning. At this point its 
| meaning is that of searching for a solution to reach agreement, 
The entire communication problem is that of seeking possible 
agreement areas or arrangements. The form of communication must 
of necessity be that of argumentation and persuasion since seach 
side has an interest to represent, but beyond this tnere is a 
| constant search for arrangements which will service both 
interests. 

Since all facts for the negotiators have previously ben 
organized in terms of issues and positions which are now 
embodied in a case, the negotiation proceaure calls for carrying 


eut the planned strategy in regard to the buyer's case. If the 


l2pule, op, cits, V, pp. 38-39. 
13iInterview with Frank M. McDade, January 23, 1967. 
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strategy plan calls for a counter-proposel to be presented early 
in the negotiation session, this position should be gold hy the 
use of the best salesman techniques the negotiation is sble to 
muster.24 The solling of # position requires the same finsase 
as that of selling a cotmodity. It is here where a buyer 
borrows the stock in tratie of a salesman and both buyer and 
seller become salesman of positions. To illustrate this point, 


the following extraction from the Vepartaent of Lefanse, 





"Vefense Procurement Handbook" is provided; +5 





Tactic Lxaiaple of Use 
--Making the Other "We've made concession; now isn't 
| Farty Appear it your turn?” If you persist 
: Unreasonable in this, we will write your 
: president." 
--Placing the Other "How can you justify that posi- 
Party on the tion=--right now it looks pretty 
Defensive fantastic to me.” 
| -=Throwing the Blame "This would never get past our 
| for Inavility to Contract Review Comaiittee--ww'd 
| Compromise on a be right back here within two 
Third larty weeks if I let this eco by." 
e-[he Sugar-Vinegar One team metiber takes an extreme 
| Tactic position on an issue, by contrast 


to which the Govertmeent's actual 
: position (stated by the negotistor) 
| seems far more goderate and 
| conciliatory. 


lhinefense Procurement Handbook, op. cit., pp. 39=40. 


15Tbid., pps bbmk5. 
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Tacti¢c 
--Appeal to bmotion 


--Straw-issue 
Technique 


--Valkouts 


--Recesses 


--Presenting 
Alternatives 


e-Agreement and 
Rebuttal 
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ixomple of Use 


"I don't think you realiece hows 
important this equipment is to 
the defense of our country.” 


The buildup of an issue on wich 
the negotiator intends to compro- 
mise, then use it a6 proof of 

his willingness to concede, though 
the other purty is "Unrwawonadle." 


Availability of this tactic 
depends on actual bargaining 
position. Ite sisuse can greatly 
weaken the position of the user. 
Corréctly used, Sowever, it may 
discipline and otherwise intract- 
able company. 


To restore communications control, 
to dissipate an emotional atmuos- 
phere, to ciscipline the intract- 
able, to divert discussion fro 
areas in which the uger ig week 

to plan adjustments in negotiation 
strategy or tactics, to analyze 
progress of the bargaining session 
to this point e 


Make offer in terms of alternative 
combinations of profit and contract 
types, alternative combinations of 
delivery terms, and so forth. 


"Yes, of course ... but ... or 
"Yes, for that very reason we 
feel..." 


Some of the foregoing tactics are indicative of bargaining 


from a position of strength and may be what is needed in 


countering some of the disadvantages of dealing with # sole 


source contractor. However, those dealing with concessions, 


alternatives and appeals to the emotion, merit particular 


attention. Logic may be used to appeal to the sense of reason 


while persuasion may be used to make it attractive to the 
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emotions us well. Creating a logical acceptance within e 
favorable esotional atmosphere shoul’ be sorw conducive to 
successful salesmanship, 16 

Aggressive promotion of a pogition permits the negotiator 
to take the positive approach instwau of «» aefenaive one. In 
presenting his case, ne may Gwell on each issue seperstely to 


show the basis for his thinking dnd the rwésons for the logisal 





acceptance of such viewpoints. When the job of pregenting « 
convincing case has been completec, the opposition should have 
clearly in mind the buyer-negotiator's case and the base upon 
which it is built. 





Each argument, when it ig convincing, produces an effect 
on attitudes. for this rvason it would appear unnecessary to 


agree on gach issuw. The sum of the changes in attitude 





achieved while presenting the case should be reflected in a 
willingness to change the total powition. The opposition mey 
not acquiesce on a particular issue, but the covernsent 


negotiator feels the opposition's position has been chénged 





through his perception of a change in attituce. It may now be 





more &ppropriate to negotiate the tctal price rither than the 
elements of price. What the opposition would not concwde openly 
may be adjusted in totel price without the government teow 


Knowing to which element the conceagsions were made,17 


16 defense Frocurement Nandbook, op. cits, Ih, pe 37. 


17Interview with Frank M, Mclade, Janu@ry 23, 1967. 
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Parties who intend to negotimat@# do not intend to take 
initial positions from which they refuse to move giuce the 


willingness to move toward negotiation is alwayo « preroquiaite 


condition for negotiation. Once parties take 2 stand on take-it- 


or-leave-it positions, negotiations have broken cown. Changing 
position does not nave to imply a sign of weakness or @ sign of 
being illogical. It may be more illogical to maintain »s 
position than it is to move to another./% «ven though both 
sides have spent a great deal of effort to sell tlwir original 
positions, it is clear that they cannot be maintained if 
agreement is desired. ‘The persuasivenéss of wach aide's chase 
presentation should have proauced somé reason for moving, anc if 
each side were equally successful, reasons shculd be presant for 
both to move. 

How to get the other side to move when tihcy should pove is 


a negotiator's dilemma. Here are two considerations provided in 





Which this may be accomplished: domination through bargaining 
strength or by compromise and concessions. 19 

When a team comes to the negotiation table with the 
attitude that the movement toward agreement must be done by the 
other team, their most important tool is bargaining strength. 
Their entire plan of procedure would probebly be that of attack, 


emphasizing and attacking the weaknesses of their opponent's 
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issues and emphasizing and building up their ow strength. If 
the seller, for example, comes to the table with this approach 
in mind, the buyer may heve no other choice but to reciprocate. 


The situation then becomes a struggle for domination by both 





sides. The attractiveness of the refisonable objective is not 
the prime consideration any longer. It becomes the balancing of 
pressures which cause movements toward a reasonable agreement. 
If the balance is not equal the team having the greater 
advantage is demanding that yielding be done on a sacrificial 
basis. Sole-source sellers may frequently choose this approach 
for the advantage it gives them. 29 

On the other hand, the government as a buyer may also be 
tempted to initiate this approach when the government is the 
only buyer of a company's output. Then too it may be chosen 
because economic conditions favor one side more than the other, 
It should be remembered, though, that domination demands 
sacrifice on the part of the other team and to that extent dows 
not produce a fair and reasonable ayreement. In the long run 
such relationships would normally become untenable. The 
government when facing a seller who has adopted this approach 
need not reciprocate but insist on the reasonableness-of-cost 
approach. Changing the type of contract may help the government 
negotiators to accomplish this objective. In this event a good 
selling job would be necessary on the advantages of a particular 


type of contract. A special appeal should not be overlooked 


20nefense }rocurement Handbook, op, cit., pp. 45-46. 
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based on the fact that public funds ure being expended and 
therefore the sacrifices demanded are taxpayer's money. 

Compromise, by definition, moans a settlement by 
arbitration or by consent reached by mutual concessions. 
However, if compromise is offered on the basis of arbitrary 
position changes purely for the sake of short-cutting 
negotiation procedures, it becomes highly questionable. This 
may well lead to agreements which may not be satisfactory to 
either party. Splitting differences, for instance, is too 
arbitrary. There may be no particular reason for the split to 
be desirable. It should be remembered that the one who offers 
to split the difference is in reality announcing a new position 
of his own, and if the other side refuses to split the offer, 
he cannot gracefully retreat from it.*1 If the other side asks 
him to justify his new position he may not be able to do so 
since it is arbitrary. 

Making compromises should be a more orderly proceas, for 
it demands that every change in position ts reasons for it. 
The basis for compromise is in the issues on which the 
negotiators have clashed. If the negotiators are reasonable, 
they will have found good reasons for position cheages. In the 
process of clashing, the negotiator should be as much concerned 
with giving the other side justification for changing #e@ be is 
in selling his own case. When both sides have done# this, 


concessions, then, have become a process of yie#lding to superior 





2lrule, op. cit., V, ps 46. 
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points of argument and therefore, logic. Communications, whes 
negotiators are ready for compromise, moy take the form of twe 
teams offering each other reasons for chanzinw positions. This 
provides the basis for the search for the mutually edvantageous 
conclusion. It is based on the premise that both teams ars 

sincere in their search, but when this condition is present, 

yielding positions is not meant to construe a sim of weskness 


nor of being illogical. The chief nesotiator should sitummprize 


the reasons for the change when he is proposing a new position, 24 





Here again, he should go back to the issues and show in this 


context the logic of the new position. These notes will be sost 


useful when writing a memorandum of understanding before 


concluding the negotiation. 


The Hard Core of Negotiations 


Objectives made by two different teams do not necessarily 
coincide. When both teams have conceded to the point where 
each has reached their objective, concessions from these points 
are apparently going to be extremely more difficult. Since 
objectives are not announced, each team does not know when the 
other has reached the objective except by guessing. The 


hypothetical negotiation situation may well appear as follows: 


22vefense Procurement Handbook, op. cit., IX, ps. 47 
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Governsent 
Positions 





Contractor 
Positions 
The shaded area represents the hard core which may be 

, difficult to penetrate since both have yielded by concéasions 
as much as they planned. Negotiations qmay tend to become 


stalemated at this point, and to prevent such an occurrence 





there are several things negotiators may want to try. It now 

: becomes paramount, more than ever, that negotiators save the 

i} attitude of finaing a formula or solution which will sarve both 
interests. The government team, at this point, muy well 
re-examine the realism of its objective and also s2asine 
objectives based on alternative sets of conditions. If they 
decide to use another set of conditions with another objective, 

it provides the possibility of making another offer aa a 
solution. For example, they may decide to offer « fixed price 
incentive type contract inatead of 2 firm-fixed price cantract 
which represented the assumption under which the negotiations 
proceeded thus far. The negotiator for tha government say map 
the positions on arithmetic graph paper and would eppoer as 
shown in Figure h.* 


| <3rurther information concerning arithmetic graphs used for 
| all types of aes contracts may be found in the Departaant 
of vefense, 1 ! C tine Guide, January 19, 1965. 














| PO Ree pe ee oe ee 
er Cr ee ee ee i_—_“, 


(deat q 

; — Oe ae Ae oe ceed 
eee 

ee ee * olive’ « gefeeed % du ) 

; = ed = sooneweaas 


. 


we. ei. ae 
cei A Vi teels eet ov renee 


bo ComAlimee © hh was ne mle 1 
6 Bie tee elie > MMe wae omarwarny i 
OT we ele ee .i cme ws ~ sade 
; = nN ee mmm, ee —T evizemund 
ane ee le eee we) sires antes 

2 ee ere er Ws es Te SM ether 
leer thee oe ee oe A 



























"Se Meatiédbees oat 


it mm | Pe | oe | 








75 


Figure 4&4 


Government—-Contractor Positions 





Source: Arithmetic graph similar to the tvpe illustrated in 
the U. &. Department of Uefense, Office of Assistant 
Secretary of Vefense, Installations and Logistics, 
Incentive Contracting Guide, January 19, 1965. 
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Figure 4 indicates that the price objective for the 
government as $1] million, estimated at {10 million in costs and 
$1 million for profit. The contractor's objective wes £13.2 
million consisting of $12 million dollars in costs und 1.2 
million in profits. The vertical lines indicate only thw cost 
positions and do not represent price lings. For example, 
proceeding across the horizontal line to the $10 million cost 
and then vertically until intersecting with the 10% profit line, 
the vertical axis profit line will remd 91 million. The 
addition of the J10 million cost and §1 million profit equals 
the government team's objective. The same procedure would apply 


in determining the contractor's position. 





Figure 5 shows price lines in addition to cost positions. 
Lines A and B are price lines when profit and cost are the 
variables. These lines indicate what the price would be on the 
basis of a firm-fixed price contract where each negotiator has 
| considered a 10% estimated profit. Line 4, for example, 
indicates the price and profit adjustment for all points of over 
and underruns of cost from the 910 million cost point. Recalling 
that firm-fixed price contracts place 100% of the risk with the 
contractor, an underrun of cost amounting to Yl million dollars 
would mean the contractor's profit would be €2 seillion at @ cost 
of $9 million. The original contract price remains firm at $11 
million. On the other hand, if the overrun were $1 million, the 
price would still remmin at §ll million but the profit would be 
zero, which the line indicates is the break-even point. The 


incentive to underrun, therefore, is the mreatest possible, but 
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Figure 5 


Sample Firm-Fixed Price Contract 


Arithmetic graph similar to the type illustrated in 
the U. S. Department of Defense, Office of Assistant 
Secretary of VJefense, Installations and Logistics, 
Incentive Contracting Guide, January 19, 1965. 
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Fig. 5.--Sample Firm-Fixed Price Contract 
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the risk of overrun is narrowed to $1 million before profits 
become minus quantities. Line 3 measures the incentives and 
Ti risks of under and overruns from the contractor's cogt, 
objective. 
| During the nard core negotiations, the central question is 
| that of the degree of certainty of tiie actual cost incurred, 
when the contract is completed, to coincide with the predicted. 
| : If the contractor cannot be convinced that the {10 sillion cost 
| a objective will be achieved, it may be best to offer a fixed 
| price incentive contract in which the incentives and risks of 
under and overruns are shared. As previously mentioned in 
| Chapter 1, the negotiation teams must negotiate four elesents 
| under a FPI contract oefore awarding the contract; the Target 
| Cost (TC); Target Profit (TT); Ceiling Price (UF) and the 
Sharing arrangement (3A). Assuming that the government 
negotiator now desires to offer a FFI contract with the objectives 
7 of breaking through the nard core negotiations, he aay offer @ 
target cost of §11 million with an 6% target profit, or #880 
thousand, and a sharing arrangement of 75/25 which means that 
75% of over or underruns are absorbed by thé government, and 
lastly, establish a ceiling price of §13.2 million. If this 
were offered as an alternative, the price line would cnange to | 
Line C as indicated in Figure 6. 
Line C measures the price at all points of under end 
overruns from target. If the goverwment team has confidence 
| that the costs are between 80% to 95% reliable and it ia felt 


that their 50-50 point of probability isn a cost of $10 million, 
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Source: 


Figure 6 


Sample Fixed Price Incentive Contract 
With Skewed Confidence Limits 


Arithmetic graph similar to the type illustrated in 
the U. S. Department of Jefense, Office of Assiatant 
Secretary of Defense, Installations and Logistics, 


Incentive Contractiiixg Guide, January 19, 1965. 
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moving the target cost to $11 million may still result in @ price 


calculation aemonstrates: 


Millions 
$10.00 Actual cost at completion 
88 Target profit 
2 Incentive profit 
srt Final Trice 


close to their firm-fixed price objective as the following 
In the event there is a $2 million underrun, the final 


price negotiation would be $10.38 million dollars: 


$ 9.00 Actual cost at completion 
88 Target profit 
Q Incentive profit 
i Final Price 


The ceiling price, if established at $13.2 million, (which 
was also the contractor's last stated position) would be the 
break-even point for the contractor. At this point he would 
realize zero profits and additionally would experience 100% of 
the risk for subsequent overruns. 


Changing the cost objective from $10 million to @11 millions 





and thus submitting a new counter-proposal on that basis with a 
different type of contract may be what is necessary to penetrste 
the hard core of bargaining. The art of penetratine this &srea 
requires the consideration of all possible alternatives to 
determine which is best suited for the circumstances under which 


| 

costs will be incurred. | 
| 

In the situation described above, the government negotiator 

| 


a 
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realizes that in the 75/25 sharing arrangement with a target 

cost at $11 million and a target profit at $ .88 million, the | 
actual cost in the end will have to be §9.826 million with a 
consequent actual profit of $1.174 million (Point 0 in Figure 6) 





to yield and ond price equal to his original firm-fixed price 
contract. This calculation is based on the formula for the 

price curve: Price (P) 2 Actual Cost (AC) + Target Profit (TPF) = | 
The Sharing Arrangement (AC=TC).*4 In the problem as stated, 

the condition to be met is that the price in the pricing 
arrangement is to be the same as that of the firm-fixed price, 


then P # $11. Target profit is 8% of target cost or § .82 





million. The sharing arrangement is .25. If AC = X, the 
formula then is 911 = X + .88 = .25 (X = 11). Solving for X 
produces the actual cost of $9.826 million necessary to realize . 
the price of §11 million. 

Returning, to the same situation, the contractor necotiator 


realizes that to accomplish his vrice objective of §13.2 | 





million under the pricing arrangement offered by the govermment, — 
the actual cost in the ewd would have to be $12.76 million with © 
a consequent profit of $ .44 million (Foint E in Figure 6) in 


order to yield and end price equal to his firm-fixed price offer. 


This would mean that possible profit percentages anticipated by 


the contractor would range from 34% to any higher percentage he 


2h, 3. Department of Defenses, Office of Assistant Secretary 
of Defense, Installations and Logistics, Incentive Contra tin 
Guide, U. S. Army FM 38-34, U. S. Navy NA : 
Force AFP 70-l-5, vefense Supply Agency DSAH 7800. 1, * January 19, 
1965, Il, p. 27. 
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can efficiently attain. 
If the contractor negotiator feels strongly about the 
probable occurrence of a particular contingency, such as the 


eccurrence of a change in labor mix, the government negotiztor 





may resolve this by offering a broken curve or a flat portion 
in the curve (FG, in Figure 6), based upon a 90/10 sharing 
arrangement for this portion of the curve. This means that the 
government shares 90% of the cost overrun above tarmwet but only 


for a portion, up to point G. Confronted with this new 





arrangement, the contractor realizes that his cost occurrence 
will have to be at $12.467 million with a consequent profit of 
§ .733 million to realize his price of $13.2 million, bringing 
his profit percentage up to nearly 6%. This technique is 
normally used for CPIF contracts and should be avoided as much 
as possible since FPI pricing should be dependable enough to 
preclude its use.) Nevertheless, it is permissible to use and 
by offering to share such an important contingency, may bring 
the price to the point. where the contractor considers it to be 
fair and reasonable. If the contractor accepts the elements as 
offered by the government negotiator, thw ceiling price, Line C, 
would then be the broken line from C to F to G to H in Figure 6. 
It is in the hard core area of negotiation where the reel, 
price-differing contingencies are ironed out and pressed into 
an agreement which is finally suitable to both sides. If the 


contingencies are greater so that the differences are not within 


2 Ibid., Pp. 30. 
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@ reasonable range applicable for a FPI1 type, it may be better 





to consider further alternatives such as fixed price 





redeterminable types or perhaps a CPIF type. However, as 


suggested previously, cach alternative set of contract conditions» 


j 





requires different objectives for the negotiators. SGecause the 


objectives differ, the proposing of alternatives offers the best 





means of penetrating the hard core of negotiation when otherwiae 
the negotiators had reached their objectives. 

The flexibility provided by incentive contracting may, 
therefore, provide the means of penetrating hard core 
negotiations while still providing both parties the opportunity 
for optimizing their interests based upon reasonable concessions. 
In the foregoing illustrations both parties have made 


concessions, and both are striving to optimize their interests. 





The government team in relying on their cost estimates believes 


| 


the end result will be close to or less than their original 
firm-fixed price objective. The contractor, through concessions, 
has decreased his original profit estimate, primarily due to 
agreeing to share the risk with the government, but has the 
opportunity to increase profits solely on the basis of his | 


efficiency, much the same as a firm-fixed price contréct. 


Wrapping the Package 
When a meeting of minds has been reached on the contract 
price, it follows that this price represents a package which As | 
wrapped up within it a reflection of all the issues and 


conditions discussed and resolved during the process of 


| 







leet Ge weer 1) mr Ot re Lie ees oe, 
I Te a 









Mats CaP OFTT® WEE eres © doris cry (ErTien ary Leneeey | 
ie eee me me  cetirerreye & ene 
Pt tee wees tee ee cele G@s 
iene Deenee tame) @ ee ee, petites atl 
ee ree eee 8 ele o'er 
a eee le en ie ee 
| a i es ee a pee @iede, shoes oatrindee -_ 
ee ee ee ee ee 
eee Ee ee | ete Bh ee |. ler 
fewer aee Gee che em oc! tr =! mow asters 68? 
6 neler ee mw Tle penny toe Oe 
ie eee een — ——t gen -e Lewpedl 
i le EE ee ee ee Te) oe | 
Pe Se ee et one eee em cue. & res 


2) ww ¢ur? ee of omens a OT lew 
Ee ee eet — —_— «= «és eee ce 


cde, ee ee 


F nl de —F 22 Poe i - | 
oot ele wemuren © ct ‘ms 
oie 
—= eel eee | e ' 
+ = ire 
EE © - 
‘> dl : pero, | ——. he 






87 


| 
negotiation, “© Both parties must have # clear understanding of 


what is wrapped up in the price. It is, therefore, incwnbdent 
for the chief negotiator of the host team to summarize, before 
the final meeting closes, all the conditions and terms embodied 
in the agreement. If the government negotiator has kept a 
running account of the progress of issues and the reasons for 
changes in positions, he will have no difficulty in making the 
summarization. When the other team concurs with the summary, 
the negotiation is completed. 

Since the proposed contract may be subject to review and 


approval, the negotiator may be called on to reconstruct the 


| 
| 
| 
| 
| 
| 
) 
| 
circumstances under which the agreement was made and to clarify 
the intentions of the parties. A memorandum for the files would 
be most helpful in providing such information at a subsequent 
date. This memorandum may include the pre-negotiation plans and 
the manner in which they were carried out during nexotiation. 
It should be a record of analysis of the planned issues, | 
objectives and strategy. It should contain the progress of main | 
points during negotiation, the reasons for changed positions and 
the embodiment of the final agreement .77 The summarization of 
reasons for positions or changed positions is eapecially 
important if a negotiator is called on to defend himself later. 
After-the-fact critics may view facts differently tnan the one | 


looking at them before their occurrence, but if the negotiator 





26vefense Procurement Handbook, op. cit., IX, p. 47 
2/Ibid.s, pe 49. 

















=— ee ©. 
ee te yee 
-_. ———y™ Ls 
oo pee ter 2 
= + re 
ee eee 
tee Ame oe Mie ol 
ot wha 


=a 


aN a 0 0 tk ime 7 “eartmer on , 
AA i ee ee Ree | 


PAD) OW) ee Te ew olen ae 
Srieateh.d amare. es csesir« om Tew ab 
ON RNR te ts ae ne 0 tah 
mers glee em mmm me, ee we le 
en ery we cavum o — dep ae 
Se eae ov — O90 male 
dae soe ee TK eee sama 
YY [ele o inthe rth on & a 






















' 

















CO) tee! me a ae > ~~ 't tee Vel eames 
a Pee, Shee —e = wt ans ° ' a ey 
—_— -— o- 0 ee = ‘ae a e447. ; Lot wt AB 
es ee ee eee . we 2) peel 
7 - 1.) =) —EeE )«=6—6h = e 7 





| - 





88 


is able to show why certain eventualities appeared to hia as 
they did before they happened, he has grounds on which to defend 
himself. 
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CHAPTER IV 


SUMMARY AND GONCLUSIONS 





Overview 


This paper has examined certain uspects of the concept, 





process and organization of negotiation and its interreleationship 
with incentive contracting as a negotiation technique or tool in 
the achievement of fair and reasonable prices for both the 
government and the contractor. 

This does not mean to imply thet incentive contracting 
guarantees the means for negotiating an agreemant in which both 
parties will optimize their interests. Rather, it is the "how" 
1t may be done in order to afford both parties a reasonable 
"opportunity" to optimize their objectives. 

It has been shown that the negotiation process deals with 


a multitude of intangible influences and alternatives, which can 





to a degree, be minimized through quantitative analyses. 
However, in spite of the quantification effort, which if eisused 
may lead to undesirable results, there still rmsains a number | 
of intangible factors which are entirely dependent upon the 
actions and reactions of the negotiators. This paper has 
attempted to relate both the quantitative and qualitative 

aspects of negotiation as an acceptable tool in price 


determination. 
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The approuch used in describing the varioug nesotietiao 
techniques has been to stress logic and persuaciveness, based 
on the interpretation of data, in order to attain raasonable 


solutions to issues in an effort to rwacti an overall agreement. 





By fragmentizing the proposal into sequential elements and 





issues, the negotiators can systematically attack the overall 
problem using reasonableness, compromise and sslesemnaship in the 


process. 





The hypothetical negotiation situations presented in this 
paper have shown how it is possible to use incentive contracting 
techniques as means for negotiating an agreament whereby both 
parties have the opportunity for optimizing their interests. 
Its overall purpose has been to improve the reader's 
understanding and appreciation for negotiation as an art with 
the hope that he will share in the author's opinion tlumt the 
following conclusions are valid: 

—-That reasonableness of prices can be assured in 
negotiation only when established and applied by 
reasonable men who intend to examine oll tho pertinent 
circumstances of the procurement. 

-That negotiation does not assure but rather provides 
the opportunity of reasonable consideration by 
stressing the common advantages to both parties of 
any proposal and linking these advantagses in auch a 


manner that they appear to be equally balanced to 








col 
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the parties concerned. 

- That the element of flexibility is an isiportant 
determinant in obtaining concessions lesding to a 
mutually satisfactory agreement anu that incentive 
contracting can provide the flexibility needed under 
the appropriate conditions. 

- That the skills of fact-finding and date analyzation 
are of paramount importance in order to negotiate at 
an acceptable level of performance. 

- That objectives be planned in terms of definite 
dollar amounts which reflect the evaluation of all 
the terms and conditions of the intended contract. 

When using incentive contracts the variation in total 

price must be compared with and be compatible to the 

objectives originally planned. 

- That trade-off analysis, in evaluating the contract's 
essential elements of cost, delivery and performance, 
is necessary in order to assure a balence between 
worth and cost to the government. 

It is pertinent to observe at this point, that the 
Department of Vefense Cost Information fieporting Syste= now in 
the initial stages of development is designed to provide greater 
accuracy in cost estimating than hés ever bean possible before. 


The negotiators will welcome any system which will improve the 





definition of what is truly a "realistic" cost. 








i elfen 8G 

Seen ew me ot wh tm mmm at =e = 

oo) peed) dunks tele ie 6 Oe eee 
ad 
















A Te Cee) ot! en 

: AML TOs wee >i 
> ay ea Sa er 0 © | | 
ad qmpage 06 ew +) eee a ae S } 
| 






ee ee ee 
Se ae © Seer ee aye ang = 
afi. rere 
i. jm oa 4 ei — wee 
de he venient iene tm! ben ame 
ieee << = 6 ie & me sey 
ee 
PI2een AER S yotmmmayr «1 (eipgiae ‘= if AAAT = 
ee ee 
que -cmls —— es oe —+§ ~— ace oy 
~Wliertinee ells ee seme eee ae 
at Gu ee Oe ere we merry ot 
V8 Re AIP me All pee + me tt Oa 
ee ee A A! fC eUON © cmmte Lc im ens 


- i 











eAi8¢ (4/6 Gee er - =, 
ss 1 ee? Gee Ot 


— Gewese 1) 8 eee Wet Gekiee |i, 
| : “aw & 1 1 Pee Oo 


—_ n _- — 
= ? J 
. ‘ 
4 3 ‘ st\e 








BIBLIOGRAPHY 


Public Dockmente 









services Procurement RKeyulation, The 19 eition, 
nc [ng KXevision « eDruary 1967). “amhington: UU. &. 
Government |rinting Office, 1963. 












irmed ppryess Procurement le ation Manual for Contract 
-icing ASFM No. on: U. 3. Government 
Prin n= Office, 29 denahor 1965. 








U. Se Defense Contract Audit Agency. n OutrA 
Dina (DCAM 7640.1); Alexandria, : U. Ss vefanse 
ontract Audit Agency, July 1965. 











U. S. Department of the Air Fercee. The 
structuring Techniques of Multiple 
wast ington: v. Se overnment 


Lvaluation as 
Lve vontracts. 
ce, 


\@ 





incan 


‘rinting Oft fugust 1966. 









U. S. Department of Vefense. Defense jro 
(U. Ss. Army FM 38-3; U. S. ) 
Foree AFP 70-1-6; vefense Supply Agency DSAK 4105. 1); 
Washington: U. 3. Government Printing Office, July 1966. 


, air 


(WU. S. Army FR 30-34; un a. 





« in Ei ive Contra¢ rtd p Guide 
y AT F ; tir Porce AFP 7O-1=5; vefenge 
ab An Agency DSAH. 7800. 1); Washington: Office of 
Assistant ited of vefense, Installations and Logistics, 
January 1965. 





U. S. Department of the Navy. Defenses 
Course. soston: Ilarbridge ‘louss inc., 


Mand ok, (NAVZXOS P=1001); office of Naval 





(NAVEKOS P-1573); Offices 





3. (NAVAAT P-4200) ; 
Command, June 1906. 










em 
ee en, 


7 - ——— —_—— 


a sri 














tng +. 
a 
“a aD oF - Sr 


I LSS iS ame - 


gi oa eau «6 of 
-_— > \/| a , — ' ae 
ovfe™ 



























oe ed be re at a 

















Ct Te ee A at 
— ee - — « 





of Al wien 


2 Sree «f af 


ee SS EST 
. eS Sie ee eee CY trea 
el Vede bla ee ee scale igre Pe et Senet 


; iv 









+ Gurve of jrocuregent Stati p,; (WAVMAT P=4200) ; 
T a: Command, September 1966. 


sooks 


Albers, Henry H. Organized Uxecutive Action. ew York: John 
Wiley and Sons, Inc., 19 













Personality and Organization: The Conf 
tem and the individual. New fork: 











Lect 


Argyris, Chris. 
Bi larper , 


BS, ] a r 








As depicted in the 
onograph Wo. 7), 
George Washington 





Schein, Ldgar H. 
New Jersey: 


inglewood Cliffs, 





Schelling, Thomas C. The Strategy of Conflict. Casuridge: 






Articles and Periodicals 


Drucker, Peter F. "The }ffective Jecision", 
Review, v. 45 No. 1. (January-february 





Howard, J. L., Uapt., SC, USN. “a Develops New Look in 
Advance Ad oe Planning" » AN | 
v. 11 No. 6 (June 1966) pp. b=1 





Nathan, irnest ). "The Art of Asking Questions”, Fearsome, 
v. 43 Now & (July-August 1966) pps 63-71. 








2% ae ; morn. 

lle Nia 

am — hme oan ae Aver =e 
stern Soe ces Oa 


Lint teem Oan a ee . 


i > Me + = —_ 
ee a ey el ee ee 





9b 


Thrall, Robert Ms. "A Note on Incentive Fee Uontrecting*, AA 
Corp., F-3191 (August 1965) p. 1-5. recting*, AAND 


Timbers, idwin. "Strengthenin 
Communication", vanced — 
ppe 64-69. 












e Motiva 


= 


tion Through 
, ‘Ve : 4 April L194, 








— i 


Unpublished Material 


Rule, Gordon Wade. "The Art of Negotiation", \Wnpublighed Sook, 


cs printing, Office of Naval Material, Washington, 


Defense Contract Administrative Services Heaigquarters, 
Alexandria, Virginia. Personal interview with lierbert L. 
alt Chief, Financial Services UVivision, January 27, 


Defense Contract Administrative Services Regional Office 
Chicago. Personal Interview with Frank M. McUade jireetor, 
Directorate of Contract Administration, January 23, 107. 


Defense Contract Administrative Services Regional Office 
Chicago. Fersonal interview with Feter J. Thomas, Shisf, 
Price/Cost Analysis Branch, January 24, 1967. 


Chief Naval Material, Frocurement, Washington. Fergonal | 
interview with CDR William J. Ryan, SC, USN, ead, Flenaing 
Branch, November 25, 1966. 


Chief Naval Material, lrocurement, Washington. Fersonal 
interview with William J. Platzer, Flanning Greach, 
November 25, 1966, and February 24, 1967. 























Yate 
ye 
, YY 
Boies as" 


